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Waking up to 
a nightmare 

Richard Lambert, Page 12 
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WOULD NEWS 


Ed’s auditors 
highlight errors 
in 5% of last 
year’s payments 


Hie EUs ability to crock down 
on fraud and manage its finanrw^ 
came under heavy Sre when its 
Court of Auditors suggested that 
more than 5 per cent of all pay- 
ments last year may have 
involved errors. The report took 
the EU ?n d European Commis- 
sion to task over issues ranging 
from preferential import schemes 
to over-compensation to farmers 
through the Common Agricul- 
tural Policy. Page 2 ■ 


Holocaust pay ou t s bo gi n 

The Swiss Fund for Needy Vic- . 
tims of the Holocaust presented 
cheques to 80 Jewish survivors at 
a ceremony in Riga, Latvia. The 
fund's assets of $200m have been 
donated by business and the 
Swiss government, and film is 
available for Holocaust victims in 
eastern Europe. Page 3 


Booming London 

London is gripped by a develop- 
ment boom. with, arts, heritage, 
sport and leisure projects worth 
£5.6bn f$9.46bn) planned or under 
way. according to a new survey. 
Page 9 


Senna v o r dict next month 

Italian judge Antonio Costanzo 
will give his verdict on the death 
of racing driver Ayrton Senna in 
mid-December. 


Chubais faces vote 

Russia's parliament is to vote cm 
a motion calling for the dismissal 
of first deputy prime minister 
Anatoly Chubais, in another 
attack on the reformist politician 
and his allies. Page 2; Editorial 
Comment, Page 13 


Rebuke tor Israel 

The Middle East and North 
Africa economic conference 
ended by calling on Israel to 
exchange land for peace and 
remove restrictions on the West 
Rank and Gaza. Page 6 


finance seeks WEU shake-up 

France has tried to jolt its part- 
ners in the 10-nation Weston 
European Union into giving fresh 
impetus to the defence organisa- 
tion, which plays a secondary 
role to the Nato alliance. Page 2 


BUSINESS NEWS 


BAe in talks 
over alliance 
with Alenia 
Aerospazio 


British Aerospace is in talks with 
Finmeccanica over a strategic 
alliance between the UK aero- 
space group and Alenia Aerosp 

ZiO, the I talian state Hrtlflmg rrvm- 

pany's civil and military aircraft 
division. Page 15; Editorial Com- 
ment, Page 13 

Affiance** FFr80bn ($105bn) 
friendly takeover bid for AGP of 
France could lead to the sale of 
AMB, the German insurer which 
is controlled by the two groups. 
Page 15; Observer, Editorial 
Comment, Page 13; Lex, Page 14; 

HaUadhira, a metal essential for 
some components of portable 
electronic equipment, could be in 
very short supply after 2000. Page 
15; Short supply, Page 22 

Wa sh i ngton warned Japan that 
it could face retaliation for fail- 
ing to implement a WTO judg- 
ment to mid discriminatory taxa- 
tion of imported spirits. Page 5 


the Belgian airline, said 

it wouM buy 34 aircraft from Air- 
bus Industrie, the European con- 
sortimn. Page 5 


Walt Disney reported record 
awnnal earning s of almost $2bn. a 

25 per cant increase. Page 16 

Avon Products, the cosmetics 
group, warned that economic tur- 
moil in Brazil and elsewhere 
would dent its profits. Page 18 


Pinochet boosts UK links 

Chile's General Augusto Pinochet 
hopes to boost his country's 
defence ties with the UK by set- 
ting up an arms procurement 
office in London before 
down as head of the 
in March. Page 5 


haBs Zimbabwe informs 

An IMF team hailed the austerity 
package announced on Monday 
by Zimbabwe’s finance minister 
Herbert Murerwa. Page 6 


West End Story 

Grosvenor Estate Holdings, the 
property business of the Duke of 
Westminster, is offering a portfo- 
lio of properties at some of Lon- 
don's grandest addresses in Bel- 
gravia and Mayfair in a £5Qm 
($84.5m) sale. Page 9 


Exnrtbank plan for Russia 

The US Export-Import Bank is to 
break with normal practice by 
bypassing the Russian govern- 
ment to offer export financing to 
businesses in Moscow and St 
Petersburg, with the cities pro- 
viding repayment guarantees. 
Page 14, See Lex 


Laura AaMay bos* g o* * 

UK clothing retailer Laura Ash- 
ley has parted company with US 
-bom Ann Iverson, its controver- 
sial chief executive, who has 
failed to halt the group’s steady 
decline. Page 19; Lex, Page 14 


Mean profits figure 

Jack Benny’s violin, an essential 
part of the miserly comedian’s 
act for more than 40 years, was 
sold to a US deals 1 for 249,900 
($84,000) at Sotheby's in London. 


Japan’s construction industry 
showed more signs of an impend- 
ing shakeout as several leading 
companies announced lower than 

expected first half earning s and 

cut full-year profit forecasts. 

Page 15; Results, Page 16 

Turkey's economy minister says 
he plans to sign a unique type of 
agreement with the IMF. Page 3 

Boeing and two of its most 
senior executives have been 
accused of securities fraud in 
class action suits filed in Wash- 
ington and Pennsylvania. Page 7 

US oonsinwr prices edged up 
in October, lathe latest fodica-. 
tfon that inflationary pressures 
remain muted. Page 7 

Sun Microsystems asked a 
federal judge to bar Microsoft 
from using Sun’s Java logo on its 
internet browser software. Page 
7; Microsoft moan, Page 10 

Japan's diversified trading 
companies warned that the eco- 
nomic downturn at home and the 
impact of currency turmoil in 
south-east Asia would put pres- 
sure on fixture earnings. Page 17; 
Ailing banks. Page 14 

South Korea is expected to after 
a financial stabilisation package 
in an effort to avoid seeking help 
from the IMF. Page 4 


Mubarak attempts to 
stamp out militants 


Hundreds of tourists evacuated from Luxor 


By Mark Huband in Cairo 
and Scheherazade Danestikhu 
in London 


Hosnl Mubarak, Egypt’s 
president, yesterday underlined 
the government's determination 
to eradicate Islamist militant vio- 
lence by promoting the bead of 
state security to interior minister 
in the wake of Monday's massa- 
cre of 57 foreigners. 

Hassan al-Alfi resigned as inte- 
rior minister after Mr Mubarak 
publicly blamed him for slack 
security at the tourist site where 
the killings took place. 

Major General Habib al-Adli, 
the new minister, is likely to be 
given extensive resources to 
stamp out armed militant s to 
avert a crisis in Egypt's tourism 
sector. 

Tour operators yesterday evac- 
uated hundreds of tourists on 
special flights from the southern 
town of Luxor where up to pin* 
gunmen ambushed the foreigners 
at a 4, 500-year-old temple. 


Mr Mubarak yesterday toured 
the scene of the massacre, for 
which the militant Gama'a al- 
Islamiya organisation yesterday 
claimed responsibility. Mr 
Mubarak berated security offi- 
cials at the site, telling them: 
”71115 is a tourist region, and you 
are telling me the police were 
gkwi away. This is a joke." 

In a statement, the Gama’a al- 
Islaxniya yesterday threatened 
more attacks if the government 
refused to accede to its demands 
for the introduction of Islamic 
law, an end to Egypt's diplomatic 
ties with Israel and the release of 
the group's spiritual leader who 
is serving a life prison sentence 
in the US. 

Foreign governments have 
warned tourists not to visit 
Luxor. The Swiss government, 
which has identified between 33 
and 40 of the dead as being from 
Switzerland, has advised its 
nationals to stay away from 
Egypt altogether. 

Japan has advised its nation- 


als, 10 of whom were killed in the 
attack, not to visit southern 
Egypt 

The British government, which 
has Identified six of the dead as 
being from the UK, has given the 
same advice. 

“We are not advising that Brit- 
ish tourists leave the country, 
nor are we advising them not to 
come to Egypt. People should 
just avoid Luxor,’’ said a spokes- 
man for the British embassy in 
Cairo. 

Thomson, the UK's largest tour 
operator, said it was flying back 
all 1.350 of its customers from 
Egypt in six flights over two 
days. 

At least three airplanes full of 
Swiss travellers flew to Zurich 
yesterday from Luxor and 
Aswan. Kuoni, the Swiss-based 
tour operator, said it would not 
operate tours to Luxor until the 


Continued on Page 14 
Economic reform. Page 6 
Shifting sands. Page 13 



Iraqi deputy premier Tariq Aziz meets Russian President Boris 
Yeltsin before talks in Moscow yesterday. Later Mr Yeltsin said 
Russian had worked out a plan to end the crisis between Iraq and 
the United Nations. Report, Page 6 pwuc. w. 


Banks call for 
revamp of capital 
adequacy rules 


Current risk ‘cushion’ out of 
touch with modem practice 


By Goorge Graham, 
Banking Editor 


tncBa*s central bank moved to 
steady a slide in the rupee as it 
fell to a 21-month low of Rs37.52 
to the dollar. Page 4 


state North Rhine 
Westphalia agreed to sell its 50 
per cent holding in DQsseldorf 
airport to a consortium of Hoch- 
tief and Aer Rianta- Page 2 


AT&T, the US telecoms group, is 
in talks with record labels 
belonging to PolyGram, Time 
Warner arid EMI over a project to 
deliver their music over the 
internet. Page 16 

Taylor Nelson AC®, the UK 

market research company, is 
buying Sofres of France for 
FFrl.lSbn ($20Lm) to create 
Europe's leading and the world’s 
fourth largest market informa- 
tion group. Page 19 

Tamagotchi, the virtual pets, 
boosted profits at Bandai, their 
Japanese creator, nearly fourfold 
to a record Y6.8bn ($54m) for the 
first half of the year. Page 14 
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A group of leading international 
banks is calling for an overhaul 
of the Basle capital rules - ratios 
used to determine how much cap- 
ital a bank needs as a cushion 
against its credit risks. 

The Institute of International 
Finance, a Washington-based 
association with 282 members in 
56 countries, said the capital ade- 
quacy rules agreed in 1988 by the 
Basle Committee of banking 
supervisors were Increasingly out 
of touch with modem risk- 
management practice. 

Georges Blum, chairman of the 
DF and of Swiss Bank Corpora- 
tion, said the simplistic Basle 
ratios required banks to hold 
exactly the same 8 per cent capi- 
tal cushion for a less risky loan 
in a large industrial country as 
for a riskier loan in an emerging 
market 

“It is time in my opinion to 
revisit this rule." he said. 

The Basle ratios do differenti- 
ate to some extent between differ- 
ent categories of loan. Mortgages 
carry only half the risk weighting 
of normal loans. Government 
debt and Interbank deposits carry 
weighting of between 0 and 20 
per cent of normal loans. 

Banks are required to hold 
capital equivalent to 8 per cent of 
their total risk-weighted assets, 
with at least half of it in the form 
of “Tier 1" or pure equity capital. 

However, many international 
banks such as J. P. Morgan and 
Credit Snisse have developed 
more sophisticated credit risk 
models which allow for more 
shades of grey in weighting 
loans, and also take account of 


the effects of diversifying a port- 
folio. 

Bank regulators now allow 
banks to use similar Internal 
models to calculate how much 
capital they need to bold as a 
cushion against their market 
risks. But regulators want to see 
more proof that credit risk mod- 
els really work over the long 
tmn. 

Charles Dallara, HF chief exec- 
utive, said the 1968 rules offered 
perverse incentives to banks to 
take on riskier loans. “They 
encourage banks to go up the 
yield curve in pursuit of a return 
on capital, ” he said. “Those are 
not the kind of incentives regula- 
tors should be wanting." 

An UF study suggests that the 
build-up of international bank 
’tending ' to Asian developing econ- 
omies has bear driven more by 
the pursuit of higher returns 
than by the capital adequacy 
rules. 

Even so, Mr Blum said loans to 
riskier countries needed a much 
higher ratio than today’s 8 per 
cent, but loans to large compa- 
nies in stable industrial compa- 
nies could safely be assessed with 
lower risk weightings than those 
under the BIS rules. 

The Bank of England held a 
conference last week which dis- 
cussed alternative approaches to 
capital adequacy. The Federal 
Reserve is also examining new 
capital frameworks. 

But the Basle Committee, 
which comprises bank regulators 
from the leading industrial 
nations, would be likely to take 
years to agree any changes to its 
capital rules. They have come to 
be regarded as the benchmark for 
banks around the world. 


Shares in Trustor held by 
Lord Moyne are frozen 


By Tim Burt in Stockholm 
and Jimmy Bums in London 


Leading institutional share- 
holders in Trustor, the Swedish 
investment company at the cen- 
tre of an alleged misappropria- 
tion of assets totalling SKr620m 
($82m), have secured a court 
order freezing SKrlQOm of Trus- 
tor shares held by Lord Moyne. 

“ The 12 shareholders, holding 
49.5 per cent of Trustor's capital 
and 2&5 per cent of the votes, 
have obtained the court order as 
security against a damages claim. 
Proceedings have not yet been 
issued 

Lord Moyne, a member of the 
Guinness brewing dynasty, has 
denied any wrongdoing in his 
financial dealings at Trustor, 
where he acquired a controlling 
stake this s um mer. 

Last night he said: “I do believe 
there were irregularities but I 
wasn't part of it" 

Two Trustor employees have 
been arrested on suspicion of 


instigating or aiding a serious 
breach of trust against share- 
holders. 

Investigators are thought to 
have established that Lord 
Moyne personally gave instruc- 
tions for the transfer of funds 
from Trustor’s London bank 
accounts to accounts held in his 
name. Last night. Lord Moyne 
said: “I may have put my signa- 
ture to hits of paper giving 
instructions of that sort" 

Trustor shares were suspended 
earlier this month following the 
launch of an Anglo-Swedish 
fraud inquiry. 

Lawyers acting for Trustor’s 
minority shareholders yesterday 
said the Stockholm district court 
had upheld their application for 
some of Lord Moyne's assets in 
Trustor to be frozen. 

Legal action against Lord 
Moyne, better known as Jona- 
than Guinness, could follow 
Trustor's annual meeting next 
week. 

Lord Moyne said be had not yet 


decided whether to attend, nor 
when he would step down as 
chairman and sell his shares as 
he has promised. “I’ll resign 
when the time is right I take 
note that shareholders are 
demanding it. They won’t have to 
wait for long." 

Of the SKr620m missing from 
Trustor’s Swedish accounts, 
SKrlSSm has been traced to Bar- 
clays in London. Lord Moyne was 
said to have paid another 
SKr4i7m into another Trustor 
account in Luxembourg. 

That transaction is currently 
the subject of a legal battle in 
Luxembourg between ITC, 
described in court documents as 
a Caymans Island bank, and 
Trustor. ITC was said to be seek- 
ing repayment of the SKr417m. 
which the document said was 
lent to Lord Moyne as a 
short-term loan. 

Lord Moyne said he had never 
heard of ITC. He said he had not 
personally funded the purchase 
of a controlling stake in Trustor. 
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NEWS: EUROPE 


Auditors criticise Commission over import schemes and over-compensation of farmers 


EU told of errors in 5% of its payments 


By Mchad Smith 
in Strasbourg 

The European Union's 
ability to fight fraud and 
manage its finances came 
under heavy fire yesterday, 
as its Court of Auditors 
suggested that more than 5 
per cent of all payments last 
year may have involved 
errors. 

Bernhard Friedmann, pres- 
ident. said that because of 
the volume of errors, his 
court was “unable to give an 
affirmative statement 
regarding the legality and 


Tax aid 
schemes 
to be 
curbed 

By Emma Tucker in Brussels 

The European Commission 
yesterday signalled its inten- 
tion to crack down on spe- 
cial tax regimes adopted by 
member states to lure busi- 
ness investment, because of , 
fears that they distort the 
single market. 

With schemes such as 
Ireland’s special 10 per cent 
corporation tax for manufac- 
turing Industries in mind, 
Karel Van Miert, the compe- 
tition commissioner, has pro- 
posed a thorough review of 
the regimes. 

The countries likely to be 
most affected include 
Ireland, Spain, which is sen- 
sitive about the tax status of 
the Canary Islands, Bel- 
gium and the Netherlands, 
which have special regimes 
for multinational companies. 

However, virtually all the 
member states have some 
special tax arrangements, 
mainly to attract inward 
investment Brussels has to 
decide whether the regimes 
amount to state subsidies, 
and therefore breach EU 
rules on fair competition. It 
is likely to draw up a frame- 
work, giving its interpreta- 
tion of the law, to which 
member states would have 
to signal their agreement. 
Members which did not com- 
ply could be taken to court 

The issue is extremely sen- 
sitive but support for coordi- 
nated action is growing. 
Many member states now 
believe that the benefits of a 
general crackdown would 
outweigh losses incurred 
through the dismantling of 
their own schemes. 

“We want to see fiscal aids 
cracked down on," said an 
EU diplomat. “There is a 
body of support for action." 

Germany and France are 
particularly keen for action 
ahead of economic and mon- 
etary union in 1999, when 
competition between mem- 
ber states will intensify. 

The debate heated up ear- 
lier this year when Renault, 
the French carmaker, chose 
to relocate from high-tax 
Belgium to Spain, which 
offers more favourable fiscal 
conditions. 

Complaints about Ireland’s 
special tax regime have also 
intensified. Mr Van Miert 
believes the country’s 10 per 
cent regime - offered to all 
internationally traded manu- 
facturing industries - 
amounts to a state subsidy. 

Ireland plans to introduce 
a uniform UL5 per cent cor- 
porate tax rate as a solution 
to the problem. This would 
make it difficult for the Com- 
mission to act as it can ban 
special regimes only if they 
discriminate in favour of cer- 
tain sectors. However, Dub- 
lin and Brussels are in dis- 
pute over the timing. Ireland 
wants to bring In the new 
regime in 3010 when the 10 
per cent regime expires. 
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regularity of the transac- 
tions underlying payments". 
He stressed, however, that 
overall, the 1996 accounts 
gave an accurate view of the 
revenue and expenditure. 

Yesterday’s report took 
the EU and the European 
Commission, the union’s 
executive, to task over a 
range of issues from the 
administration of preferen- 
tial Import schemes to 
apparent over-compensation 
to farmers through the Com- 
mon Agricultural Policy. 

The court found that in 
1995-96 alone, cereal farmers 


were paid Ecu3bn f$3.4bn) 
more than was necessary to 
compensate them for previ- 
ous reductions in CAP sup- 
port prices. Mr Friedman 
said he was concerned that 
there was no provision in 
the CAP for reducing subsi- 
dies to farmers in line with 
rising world prices. 

The Commission wel- 
comed the report and said it 
agreed with the court about 
the over-compensation of 
cereal farmers. But while it 
had wanted to reduce aid 
payments, neither member 
countries nor parliament 


had accepted its proposals. 

The UK said it would treat 
the reduction of fraud and 
waste as a prime aim in its 
six-month presidency of the 
EU, which begins in Janu- 
ary. “This report makes dis- 
turbing reading; but it is a 
useful tool in the fight 
against fraud and misman- 
agement." said Helen Lid- 
dell. treasury minister. 

The court’s report for 1996 
is the latest In a series of 
critical anwimi assessments. 
Although the error rate of 
5.4 per cent is less than the 
previous year’s 5.9 per cent, 


court members said the sta- 
tistical method they used - 
by taking samples - would 
not enable the EU to claim 
an improvement unless it 
was shown to be part of a 

consistent trend. 

In addition, the percentage 
of cases for which it was 
impossible to make an audit 
assessment had risen from 
&3 to 4J per cent 

The court said that almost 
all chapters of its 417-page 
report include observations 
on administration and con- 
trol weaknesses which dem- 
onstrated that the develop- 


Commission to escape BSE censure 


By Michael Smith 

A nine-month threat of 
parliamentary censure hanging over 
the European Commission seems 
certain to be lifted today in spite of 
lingering misgivings among MEPs 
over its handling of the crisis over 
BSE or “mad cow disease”. 

Although hardline critics were 
yesterday still attempting to find the 
63 signatures necessary to propose a 
censure in the European Parliament 
today, the main political parties had 
already decided to support the Com- 
mission if a vote took place. 

Their backing follows a series of 
concessions by the Commission, 
which was given Wma to change its 


policies when it was first threatened 
with a vote to sack it earlier this 
year. Commissioners agreed yester- 
day to back parliamentary rails for a 
fund far victims of a new strain of 
Creutzfeldt-Jakob Disease, a human 
Alness linked to BSE. 

Jacques San ter. Commission presi- 
dent, told MEPs that the families of 
victims “deserve our support". Com- 
mission officials said that any final 
decision on finances would have to 
be made by member states. 

In a debate on the Commission’s 
conduct over BSE, Dagmar Rotb- 
Behrendt, who chairs a bsr parlia- 
mentary committee, said that she 
would not have believed six months 
ago that the Commission could have 


mad ** such progress on issues includ- 
ing lHp introduction of more trans- 
parency into food policy -making pro- 
cesses and the improvement of 
abattoir Inspection procedures. 

She warned, however, that parlia- 
ment expected “high-quality” 
reports every six months from the 
Commission on BSE. “We want to 
make sure this new spirit of trans- 
parency does not wane and ebb," she 
told Mr Santer. “We do not want you 
to get drowsy.” 

Other MEPs said p wrifampwt had 
strengthened its authority. “The 
European Parliament has come 
of age in terms of monit- 
oring and investigating the Commis- 
sion," said Pauline Green, irarigr of 


the majority Socialist group. 

A rep o rt by the BSE committee 
noted the Commission’s progress in 
most areas of concern, praising 
plans far new legislation to improve 
food quality control and the separa- 
tion of monitoring and legislative 
functions in food policy. 

However, it criticised the Commis- 
sion for failing to take action against 
the UK. The committee wanted 
Britain to pay for same af the fund- 
ing earmarked to eradicate BSE. 

The committee would also have 
liked action to have been taken 
against «wn» officials in the agricul- 
ture directorate and against some 
former and «wip current commis- 
sioners. 


Communists drop orthodoxy 
to face an uncertain future 

W ith uncanny tim- 
ing the death of 
Georges Maithais, 


W ith uncanny tim- 
ing the death of 
Georges Maithais, 
the former French Commu- 
nist leader, has occurred at 
the very moment when the 
party is discarding the ortho- 
dox ideals he imposed for 
almost a quarter of a cen- 
tury. 

The party’s reaction to his 
death on Sunday could not 
but reflect this awkward 
coincidence. Though fulsome 
on his personal qualities, a 
statement from the national 
executive avoided any judge- 
ment on Marchais’ role in 
history as the last of western 
Europe’s major Communist 
figures to distance them- 
selves from Stalinism. 

His unreconstructed views 
were an increasing embar- 
rassment to Robert Hue, 
who succeeded him in 1994. 
Not least, March ais opposed 
the present leadership’s cru- 
cial decision last May to be a 
minor partner in Lionel Jos- 
pin's government 
Mr Hue decided that 
despite substantial policy 
differences with the Socialist 
premier, staying out of gov- 
ernment risked putting the 
party on a path to electoral 
oblivion. Under Marcfaais the 
party's share of the vote had 
dropped from just over 21 
per cent to almost 9 per cent 
and It increasingly appealed 
to an ageing sector of the 
electorate. 

Marchais* declining influ- 
ence was highlighted earlier 
this month when he inter- 
vened in a debate on 
whether the party should 
change its name and 
whether L'Humanite, its 
daily newspaper, should 
scrap the hammer and cycle 
on its logo. The newspaper 
published an “interview" 
with his objections but then 
let it be known that it had 
not in fact bothered to inter- 
view Marchais itself but be 
bad contributed both the 
questions and answers. 

The party’s new direction 
was endorsed only 24 hours 
before Marchais’ death, at 
the close of a special two-day 
mini-congress staged by Mr 
Hue to assess the party’s 
first five months as partners 




Hue (left) embraces Marchais after succeeding him. The 
former leader’s views later became an embarrassment aum 


in government. All save a 
few old hardliners dissented 
from the general applause 
for an ebullient Mr Hue. 

“Without diluting our 
identity, we have shown we 
can make a positive contri- 
bution to government," Mr 
Hue said afterwards. 

The presence of a Cammu- 


The threats of voting 
against the government still 
look pretty hollow. Mr Hue 
has back-tracked over cuts 
in the social security budget 
and has quietly buried his 
party's outright opposition 
to privatisation. He talks 
about shifting the focus 
away from ownership of cap- 


Jospin’s help for the Communists 
has given him ammunition to 
force them into line 


nist transport minister, he 
believed, helped resolve the 
complex pay claims that pro- 
voked a truckers* strike ear- 
lier this month. Mr Hue also 
said their weight had been 
felt in the debate on cuts in 
the 1998 defence budget, 
wringing' pledges on job pro- 
tection and industrial re- 
conversion. Originally the % 
Communist deputies had 
threatened to bring down 
the government by voting 
against the defence bz£L 


ital to humanising the work- 
place. “We don't want to 
demonise business," he told 
journalists after the mini- 
congress. 

More importantly, he has 
let Mr Jospin commit France 
to joining the European sin- 
gle currency, the euro, 
despite the party’s declared 
total opposition to the policy 
of budgetary austerity 
required to qualify under the 
Maastricht treaty. 

Mr Jospin has carefully 


humoured hfe Communist 
allies and, when most 
needed, given a helping 
hand to Mr Hoe. The pre- 
mier came to his rescue last 
week in a storm over a 
recently published hook - 
La Ltore Noire du Commu- 
nisme (The Black Book of 
Communism). Written by a 
group of academics, the 
book's introduction equates 
the evils of cnimnimiicm with 
nazfegn, while the bulk of the 
text reveals the horrors In 
the Soviet Union that the 
French Co mmunis t* long- 
ignored. 

In a parliamentary ques- 
tion from the rightwing 
opposition prompted by the 
book, Mr Jospin refused to 
blame the past sins of com- 
munism on his present 
allies. Instead he said he was 
“proud" to have them as 
partners even if they had 
been slow in admitting past 
errors. 

Mr Jospin's help In. letting 
the Communists off the hook 
will not come free. It wili 
give him ammunition to 
force the Communists into 
line an a number of pending 
issues. The most sensitive 
area is likely to be the vari- 
ous policy decisions that will 
have to be made over the 
coming months for France to 
be included in the core 
group in the euro-zone. 

The Communists share Mr 
Jospin’s desire to see the EU 
do more about tackling 
unemployment and provide 
a social balance to the Maas- 
tricht treaty. 

But their enormous doubts 
about the euro will not dis- 
appear easily. “It will be a 
source of confrontation 
between us and the govern- 
ment," Mr Hue said last 
week. “We still believe there 
should be a rgfAr gnriiTm and 
we will press for this." 

If the Communists give 
way further on the euro, 
their identity will became 
ever more amorphous inside 
the left dominated by the 
Socialists. Unless Mr Jospin 
begins to make mistakes, 
they may have no alterna- 
tive. 

Robert Graham 


Chubais faces dismissal vote 


C He Financial Time* Limited 1997. 
Editor Richard Lambert. da The Financial 
rune* limited, Number Ok Samhnd: 
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By Chrystia Freeland and 
Charles Clover in Moscow 

The Russian parliament will 
today vote on a motion call- 
ing for the dismissal of Ana- 
toly Chubais, the first dep- 
uty prime minister. In a 

continuation of the attack on 
himself and his allies. 

A Kremlin spokesman 
warned the legislature that 
their non-binding resolution 
was unlikely to cany much 
weight with President Boris 
Yeltsin, who, his aide said, 
does not listen to “ultima- 
tums and demands". 

But pressure on several 
other fronts suggested that 
Mr Chubais, who survived a 
weekend purge in which 
three of his protegfe were 
fired, remains in jeopardy. 

The three ministers were 
sacked over a controversial, 
as yet unpublished, book on 


the history of Russian priva- 
tisation, co-authored by Mr 
Chubais and four of his 
allies. The book’s authors 
were each awarded $90,000 
for their contribution. The 
publisher Is owned by a Rus- 
sian bank which Mr Chu- 
bais's political opponents 
allege he has favoured. 

Over the weekend, Mr 
Chubais was publicly 
rebuked by the president for 
his role in what has been 
dubbed “the writers' union" 
affair, but he retained his 
post. However.the prosecu- 
tor-general yesterday 
ordered his subordinates to 
intensify their investigation 
of the bock and of a $100,000 
fee for an earlier book on 
privatisation written by a 
Chubais ally. 

They complied with a ven- 
geance yesterday, question- 
ing three key Chnhata allies 


and co-authors and warning 
that they plan to question 
Mr Chubais and another co- 
author later this week. The 
pressure is so fierce that 
another sacked co-author 
was taken to hospital after a 
heart attack. 

On Friday parliament is 
scheduled to debate the 1996 
draft budget end the domi- 
nant Communists yesterday 
reiterated their intention of 
voting it down so long as Mr 
rfrmhais r emains In offi ce 

Yabloko, the liberal oppo- 
sition faction, said it would 
oppose the budget too, but 
its objection is to what it 
views as unrealistic expendi- 
ture targets. 

However, some observers 
believe that despite the pos- 
turing, the budget will be 
passed. "1 think that the 
budget will be passed 
because it will be backed by 


the Communists," said Ser- 
gei Ivanenko, deputy head of 
Yabloko. “This is what 
always happens, year after 
year. They say they oppose 
it, bat then they vote for it" 
Even if the Communists 
drop their ultimatum, ana- 
lysts felt that Mr Chubais 
would remain vulnerable. 
Some officials are already 
s peculati ng he may soon be 
stripped of his portfolio as 
minister of finance, predict- 
ing be could be replaced by 
Mikhail Zadornov, a 
respected Yabloko member 
who heads the parliamen- 
tary budget <*nmmis«finn 
“Chubais is a political 
corpse. He has lost his air of 
professionalism and he has 
lost his image as an honest 
guy,” said LDya Shevtsova of 
the Carnegie Moscow Cen- 
tre. 

See Editorial Comment 


France 
seeks 
bigger 
WEU role 


By David Buchan, 

Diplomatic Ecfitor 

France yesterday tried to jolt 
its partners in the 10-natlan 
West ern European Union 
(WEU) into giving fresh 
impetus to the organisation, 
which plays a secondary role 
tO the NatO alfianra 

Hubert Vfedrine, the 
French foreign minister, 
suggest ed to fellow ministers 
at the WEIFs six-monthly 
meeting at Erfurt in Ger- 
many yesterday - that their 
defence organisation could 
not go an as It was. “We can 
watch tiie WEU expire, or we 
can watch it getting a sec- 
ond wind”, he said. 

He reminded members 
that tiie 1948 Treaty of Brus- 
sels gave them the right to 
leave the WEU after its 50th 
anniversary next year, and 
even hinted that some mem- 
bers should do so if they 
were not ready to see a more 
ambitious role for it. 

The Erfurt meeting also 
pledged support for turning 
the present four-nation 
armaments agency, grouping 
Germany, France, Britain 
and Italy, into a wider Euro- 
pean body, arguing that this 
would “encourage European 
defence industries to form 
associations with each 
other". 

Mr Vddrine’s intervention 
reflects France’s fr ustr ati on 
that, in the wake of its deci- 
sion earlier this year not to 
re-integrate its forces into 
Nato, it has been forced back 
on the WEU as the main 
focus of its efforts to create a 
European defen c e idsitity. 

France decided to keep its 
forces out of the Nato mili- 
tary after the US refused to 
Viand over the Nato southern 
command to a European offi- 
cer and after the Socialist 
government came to power 
in Paris this summer. 

Mr Vddrine complained 
that because Britain and 
Germany objected, the WEU 
had not been able to agree to 
mount its own peacekeeping 
operation in Albania this 
year but sent Instead only “a 
police mission" headed by a 
Fren ch ge ndarme, though 
some WEU members, led by 
Italy, took their own initia - 
ti ve to send troops. 

WEU ministers agreed yes- 
terday to extend their police 
mission in Albania. But they 
also said they would con- 
sider Mr V6d t ine's sugges- 
tion- that the WEU should 
follow the European Union 
in. allowing a “constructive 
opt-out”. 

In a new relationship with 
Nato agreed in 1994. the 
WULTs main activity- Is to 
carry out the planning of 
possible Europe-only 
operations using Nato equip- 
ment and forces. In fact, 
WEU officials believe that 
this more modest role for 
their organisation gives it a 
long-sought credibility. 

As a WEU offi cial said 
recently, “the WEU now has 
a slot in planning for Nato, 
but fids is only possible if 
people like the French do 
not still conceive of ft as the 
embryonic defence of 
Europe". 



ment of accounting and 

financial ^^mygwn»nt hag 

faded to keep pace with an 
expansion of activities. 

“The Commission’s han- 
dling of expenditure which tt 

manages directly is also 
revealed to be unsatisfactory 
in many ways," it said. 

Mr Friedmann Vn g hK gfrtaH 
a pref erenti al trade schema 
where tiie court established 
that the volume of orange 
juice imported into the EU 
from one non-member coun- 
try was three times that 
country’s potential for 
orange production. 


NEWS DIGEST 


France in move 
on UK and ECB 

Britain's place in the inner sanctum of the future 

European Central Bax* (ECB) may be kepLwannbya 
«maiw European Union member state until the UK Joins 

tire euro, according to a French minister. 

Pierre Moseovief, European aifeira minister, made the 
suggestion in a Financial Times interview in Paris 
yesterday. KBs comments came about 10 days after 
Jacques Chirac, the French president, and Lionel Jospin, 
the prime minister, said Britain should have-a 
representative on the bank's six-member executive board 
“as soon as tt joins ^ euro". France thus publicly lined 
up with a proposal by Helmut Kohl, the German 
chancellor , that a seat at the ECB should be reserved for 
Britain. 

Asked how the proposal might be implemented in 
practice. Mr Moecovid replied; “In practice, what that 
could is that the seat would be occupied by another 
country, not one of the bigger countries, for a determined 
period of perhaps four years, before the baton was passed 

on to the UK." He added that it was “not a good idea to | 

leave the seat vacant". Mr Kohl initially indicated he was 
ready to keep a seat vacant; m a k i n g it easier for 
the UK to rnafce a late entry iuto the European 
single currency. David Ovoen and Andrew Jock, Pans 

■ STATE AID 

Commission resolves VW row 

One of tiie most controversial disputes between the 
European Commission and Germany was yesterday 
brought to a formal dose, when Brussels agreed to allow 
DM98m ($57m) of state aid to be paid to a Volkswagen 
plant in the state of Hesse. 

The decfctrai was taken after the Ger man authorities 
agreed to recover a separate amount of DM90m of state 
aid paid unla wfully last year to VW in Saxony. Last year 
the Saxony authorities flouted a Commission ruling that 
the state aid breached Treaty rules, and channelled it to 
the car plant anyway. The Commission refused to take 
any further decisions regarding aid to VW until the aid 
was paid back. 

The DM98m of aid destined for the Hesse plants is part 
of a DM596m Investment by VW to launch a new type of 
automatic gear box. The Commission has also decided to 
investigate aid paid by the Spanish authorities to Daewoo, 
the Korean company, which is building a refrigerator 
plant in Vitoria. Other companies have complained that 
the creation of new production capacity, helped by state 
subsidies, will lead to the closure of other plants in 
Europe. Emma Tucker ; Brussels 

■ PRIVATISATION 

Dusseldorf airport deal 

The first part-privatisation of a German airport was 
sealed yesterday, when the state of North Rhine- 
Westphalia agreed to sell its 50 per cent holding in 
DQsseldarf airport to a consortium of Hochtief, the 
construction subsidiary of the RWE group, and Aer 
Rianta, the Irish airport manag er 
The remaining 50 per cent will continue to be held by 
DQsseldorf city, which has to give its formal approval to 
the DM353m ($206tn) deal next month. 

DQsseldorf airport was badly damaged by fire in April 
last year and the cost of its rebuilding and expansion has 
been put at around DM2bn. Wolfgang Clement, state 
economics minister, said the successful bidders combined 
international airport experience and a strong financial 
position. However, the sale to Hochtief and Aer Rianta 
las been controversial because the state earlier 
designated a rival consortium, comprising the 
Dortmund-based Harpen group and Airport Group 
International of the US, as “preferred bidder”. 

Mr Clement said yesterday the state would now press 
ahead with privatising its 30 per cent stake in the nearby 
Cologne-Bann airport. Peter Norman, Bonn 

■ BONN RESHUFFLE 

Oswald given building role 

Eduard Oswald, a parliamentarian from the Bavarian 
Christian Social Union (CSU), was yesterday nominated 
as building minister in the Bonn cabinet 
He will take the place of Klaus TOpfer, who has been 
offered the job of heading the United Nations 
environment programme in Nairobi. The chancellery 
anno u ncement that Mr Oswald, 50, win replace Mr TOpfer, 
a Christian Democrat from January means the CSU will 
keep four cabinet posts after the impending abolition of 
the post and telecommunications ministry and the 
retirement of Wolfgang BOtsch, its minister. 

Yesterday’s news that the CSU was main talking its 
presence in Bonn should have given Theo WaigeJ. finan<y 
m i ni ste r and CSU leader, a boost before the party's 
annual congress on Friday. However, the image of a 
smooth handover was upset when Mr BOtsch, 59, 
announced he would no longer be a candidate for the 
party's governing board, apparently in anger at not being 
given the building ministry. Peter Norman 

■ FRENCH JOURNALISTS’ STRIKE 

Fight to keep tax privileges 

Frmch journalists yesterday staged a 24-hour strike in a 
last ditch attempt to persuade the Jospin government to 
shelve plans to end theft tax privileges. The measures are 

part of tiie government's efforts towards budgetary 

austerity. 

Tiie government is proposing to phase oat journalists* 

30 per cent tax allowance, which is traditionally applied 
on the basis of professional expenses incurred. Several 
professional bodies have accumulated special tax 
privileges over the years that the government is now 

seeing to end. Journalists are among the most vocal 
groups, and in 1996 staved off a previous effort to bring 
them into line. Yesterday, Lionel Jospin, the prime 
minister , received a journalists' delegati/m fa e ^ . 
understood to have said the matter is up to parliament. 

The journalists' move comes when the 1998 budget is all 
but finalised. Robert Grttham, Paris 

■ DISCO BOMBING 

Five go on trial in Berlin 

The trial opened yesterday of five people accused of being 

responsible for the 1986 bombing of the La Belle disco in 

West Berlin. 

The bombing, in which three people were him and 
more than 200 wounded, was believed to have been 
ordered by the Libyan authorities and prompted reprisal 
attacks on Libya by the US Air Force. Two Americans 
died in the bombing of La Belle, which was popular with 
US troops stationed in West Berlin. 

The prosecution claims that the accused, three men and 
two women, organised the bombing through the Libyan 

embassy in East Berlin. The prosecution case is supported 

by information gathered by the East German secret police 
force, the Stasi, which came to light after German 

unification in 1990. 

The Stasi is believed to have been aware that anattadc 

was being planned. Shortly alter the bombing US 

intelligence claimed to have intercepted wireless 
messages from the Libyan embassy in East Berlin 
claiming success for the bombing. The trial, which after a 
short hearing was adjourned until next week, is expected 
to last until July 1998. Frederick Stddemarm, Berlin 
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NEWS: EUROPE 


Interim deal lets two rival digital TV ventures share selected broadcasts for rest of season 

Truce in Spain’s ‘pay-per-view’ football war 


By David White in Madrid 


An armistice has been declared in 
Spain’s war over “pay-per-view” 
broadcasts of football matches, a 
core business for the country's 
two rival digital television ven- 
tures. 

Deadlock over broadcast rights 
for Spanish league ivnA cup ties 
has meant neither venture has 
transmitted M pay-per-view* 
matches since the second com- 
pany. Via Digital, started broad- 
casting over two months a go . 

Under an interim deal, they are 
now set to share selected soccer 


broadcasts for the rest of the sea- 
son. Subscribers have the pros- 
pect of seeing the same pictures of 
the same match at the same price 
on either of the networks. 

Battle-lines were drawn 11 
months ago. when three TV com- 
panies agreed to pool the rights 
they bad signed with top Spanish 
dubs in a joint venture. Audio- 
visual Sport. The partners were 
the private Antena 3 station, Cata- 
lonia’s TVS regional network and 
Sogecable, which runs Canal Plus 
pay-TV in Spain. 

Sogecable’s main shareholder, 
alongside Canal Plus of France, is 


the Prisa group, publisher of the 
daily El Pais. Its digital network. 
Canal SafaKte Digital has been 
broadcasting since January amid 
a regulatory tussle with the gov* 
eminent. 

Up to the summer, it was offer 
ing its subscribers exclusive foot- 
ball, having paid PtalSbn 
(5102.7m) to the shareholders of 
Audiovisual Sport for pay-per- 
view rights up to the 2002-3 sea- 
son. 

Everything changed in July 
when Telefonica, the telecoms 
group, bought the controlling 
stake in Antena 3. Telefdnlca is 


the Train shareholder in Via Digi- 
tal. along with the state-run 
RTVE broadcasting authority and 
other partners. 

It asserted its claim to Antena 
3’s former rights, covering hall 
Spain’s star-studded first division, 
including the two big Madrid 
sj f fes Real Madrid and AilOtico. 

While Canal Satttite Digital's 
contract appeared clear cut from 
the 19989 season onwards, confu- 
sion reigned about who held what 
rights for 1997-8. The original 
rights come under a previous 
agreement with Forta, a grouping 
of regional TV stations. 


On the first day of the new sea- 
son, Canal SatGhte Digital set out 
to show three matches. It suc- 
ceeded in showing only one. At 
Mallorca’s stadium, club officials 
Intercepted its cameramen and 
disconnected their power cables. 

Peace talks broke off when Via 
Digital decided to broadcast a 
Sunday match earlier this month 

- without charging for it. In the 

event, a transmission hitch meant 
many subscribers got a blank 
screen. 

A truce has now been reached 
through the good offices of Jestis 
Gil y Gil. the ebullient Atietico 


chair man, nominated as mediator 
by Spain’s Professional Football 
League. The TV companies are to 
keep their Audiovisual Sport part- 
nership going for the time being, 

to provide shared broadcasts. 

But they did not settle the ques- 
tion of who owns the “pay-per- 
view” rights, which is to go to 
arbitration. A deal for Via Digital 
to show football for the next five 
seasons has still to be negotiated. 
"I hope this peace is definitive,” 
Pedro Pferez, Via Digital chair- 
man. said yesterday. But another 
senior television executive said it 
was “not peace, but a ceasefire 1 


Turks sense time is running 
out over European ambitions 

Ankara is threatening to go its own way if there is no progress on EU membership 


EU trade wftti Turkey 

Exports to Ttsfcay (SbnJ 
2S 


Imports from Today (tot) 
12 


O ver dinner at the 
European Union 
summit in Luxem- 
bourg tomorrow, heads of 
state and government will 
have to face a difficult but 
familiar issue: how to deal 
with Turkey's unwelcome 
demand for inclusion in the 
EU enlargement process. 

The issue has become 
increasingly thorny In 
recent months, which is why 
it has appeared on the 
agenda of what is supposed 
to be a “jobs* summit 
Anti-European opinion in 
Turkey is hardening over 
what is considered to be 
anti-Turkish discrimination 
and a one-sided trade 
relationship. 

Turkey’s ostensibly 
pro-European government is 
warning that without a solid 
prospect of future 
membership, the country 
may go its own way in 
political and security as well 
as trade arrangements. 

Recently the talk has 
become more inflammato ry. 
Last week. Igta Celebi, trade 
minister, said: “If we are not 
included in the EU’s 
expansion process, I will 
impose non-tariff barriers on 
[EU] goods. For as long as I 
have the power. I wUI do 


this. Legally we have the 
right” 

Later, a group of 
unidentified generals told 
the Turkish Daily News, an 
English language 
newspaper, that “Europe has 
[excluded] Turkey. . [It] 
indicates there is going to be 


imbalance in Europe’s 
favour. Mesut Yilmaz, the 
prime minister, whose 
decision to scale back 
Turkey’s previous 
unrealistic demands for 
immediate membership won 
support in the EU, has 
remained gitewt 


accession. However, many 
Turks sense that time is 
running oat for their 
European ambitions. 

Cem Dana, the diplomat 
who negotiated the customs 
union, admits that he is 
“disillusioned”. 

He says it has become 


Turkey's economy minis ter says he plans to 
sign a unique type of agreement with the 
International Monetary Fund to help build 
international confidence in the country’s 
economy, writes John Barham in Ankara. 

Gflne? Taiier said yesterday the 
agreement would not be a “stand-by, but a 
unique deal that might become a model for 
developing countries”. He gave no details 
but added that an understanding might be 
reached in one mnmih. . 

• Ministers hope that IMF support for their 
three-year economic str a teg y would help 
lowo* Turkey's high borrowing costs in 
local and international markets. Turkey has 
complied with few of the 16 standby 
agreement loans worth $L35fcn it has 
signed with the IMF in the last 50 years. 


The government has also agreed to 
modify the insolvent state social security 
system - which is expected to post a 
fL31bn deficit this year - by raising the 
wirnii n n m retirement age for men to 55 
years from 43 years. 

Refraining the social security system 
would be an important step to stabilising 
public fjwnicpg and witti n g inflation of 93 
per cent, but analysts were disappointed at 
the g o vernment's timid changes. 

They were also alarmed at govern m ent 
plans to fond a new unemployment scheme 
with revenues from planned privatisations 
worth $4bn this year and SlObn in 
1998. Ministers originally said they would 
use privati sation revenues to retire 
debt 


a new division in Europe, a 
western curtain against 
Turkey." .. 

Bfilent Ecevit, the 
nationalist deputy prime 
minister, added that Turkey 
should tear up its 1996 
customs union agreement 
with the EU, which officials 
complain causes a big trade 


European officials caution 
that tomorrow's taika will 
only help leaders “narrow 
the options” at next month’s 
Luxembourg summit, where 
they will decide which 
countries should be 
considered as future 
candidates and how thp EU 
should help them prepare for 


“very difficult for people like 
ns to define the country's 
European future.” 

The country has had to 
deal with Its fair share of 
slights. 

The European Commission 
twice rejected Turkish 
membership applications in 
the 1980s and many Turks 


see customs union as an 
inferior alternative, rather 
than a stepping stone to 
membership. 

In July the Commission 
decided to exclude Turkey 
from its list of six countries 
invited to open membership 
negotiations. Next month’s 
summit will decide whether 
to invite Turkey to a 
proposed “European 
Conference” of present and 
future EU members. 

However, even this is 
controversial - hence the 
discussions at tomorrow's 
jobs summit. 

Both Germany and Greece, 
Turkey's ancestral enemy, 
oppose encouraging Turkish 
membership in anything but 
the very long term. 

Greece has also blocked 
financial aid promised under 
the customs union 
agreement. 

Scandinavian countries 
feel Ankara should improve 
its human rights record. 

Most other governments 
believe that -including 
Turkey in the conference 
would encourage it to meet 
membership cr i t e r i a. 

Turkish officials would 
welcome participation in the 
conference if It Included a 
pre-accession strategy to 



help Turkey prepare for 
entry. A senior European 
official said: “Turkey feels 
frustrated because the rules 
for entry do not conform to 
the way Turkey is at the 
moment. The question is. 
[does Turkey] want to move 
forward or continue being 
the Turkey it is today?" 

As things stand today, 
Turkey does not folly meet 
any of the EU’s membership 
criteria laid down at the 1993 
Copenhagen summit. Its 
economy is racked by 93 per 
cent inflation and an 
unreconstructed public 
sector. 

In June, the military 
forced the elected 
Islamist-led coalition of 
Necmettin Erbakan from 
government in a “soft coup”. 
The state suppresses 
Kurdish minority rights and 
Is accused of widespread 
human rights violations. 

However, European 
leaders realise that 
mishandling Turkey now 
could jeopardise the 


reunification of Cyprus, 
divided since Turkey’s 1974 
invasion. 

Ankara has said that it 
will begin integrating the 
Turkish Cypriot northern 
sector With the mainland if 
the Greek Cypriot 
government opens EU 
membership talks next 
March as scheduled. 

Additionally. Turkey's 
secularist establishment 
frequently warns that 
excluding Turkey from 
enlargement would only 
encourage militant Islam 

But. paradoxically, 
Turkey's embattled Islamists 
have dropped their shrill 
anti-European rhetoric. 
Abdullah GUI, a moderate 
Islamist MP. said his Welfare 
party supported Turkish EU 
entry, with the hope that 
membership would prevent 
another “soft coup” and 
block government attempts 
to proscribe the party ever 
again. 

John Barham 


Swiss 
fund pays 
Jewish 
survivors 

By Maui VlpotnOc fn Riga 

The Swiss Fund fur Needy 
Victims of the Holocaust yes- 
terday presented cheques for 
$400 to 80 Jewish survivors 
at a ceremony In Riga, Lat- 
via. 

The event was the first 
time the fund, which was 
created in February after a 
row about dormant Swiss 
bank accounts dating back 
to the second world war, had 
made contributions to Holo- 
caust survivors. 

Hie fund's assets of $200m 
have been donated by the 
Swiss government and by 
business. Some Slim Is 
available for Holocaust vic- 
tims in eastern Europe, 
although the money is only 
beginning to be paid out. 

The fund will not compen- 
sate the holders of dormant 
accounts and is unrelated to 
the proposed Swiss Founda- 
tion for Solidarity which will 
disburse funds to victims of 
genocide, torture and other 
human rights violations. 

The $400 cheques pres- 
ented yesterday were the 
first Instalments of a total of 
$1,000 to be given to each 
survivor. 

Though pleased with the 
contributions, the recipients, 
many of whom receive lim- 
ited financial support from 
the local Jewish community, 
were generally perplexed by 
the Swiss origin of the 
money and by its limited 
life-span. 

“What we need is a 
monthly payment, and it 
should come from Germany, 
not from Switzerland,” said 
Jane Boruvska, a survivor. 

After the second world 
war, Germany paid compen- 
sation for victims of war 
directly to the Soviet govern- 
ment, which never distrib- 
uted the money. 

Negotiations aimed at 
reaching a new compensa- 
tion settlement are under 
way between the German 
government and Jewish 
organisations. 

The Latvian government 
Indicated that steps would 
be taken to help tire survi- 
vors financially. 
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It was something of an emergency A London businessman needed 
to fly to Malawi at a moments notice. 

He had got hold of his passport. He had got his hands on an air 


from a global network of more than 500 intelligence-gatherers. 

Their analysis of the situation is rigorously checked for accuracy 
and impartiality by our own regional experts. 
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ticket* But he had no grasp of the political climate that awaited him. 
He turned to us, the Economist Intelligence Unit, for help. 

And minutes later, a copy of the appropriate EIU Country Report 
was sped to him through the traffic by cycle courier. 

Malawi is just one of the 180 countries whose economy, industry 
and government we monitor quarterly 

Our findings are based on the regular submissions that we receive 



It is then edited into a common format that provides an honest 

appraisal of each country which outlines the political and economic 

prospects for those doing business there. 

For more details, simply telephone Jan Frost in our London office 

on (44*171) 830 1007, or visit our website at http^www.eiu-com. 

Whether you are relaxed about deliveryorm — 'rr-* - 

The Economist j is 

a rush, she will set the relevant wheels in motion. 
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Airing the unmentionable. . . aid for Japan banks 


T he continent might 
have been off-the-cuff, 
if indeed It meant 
what it was understood to 
mean. But when the Japa- 
nese media yesterday 

reported that Ryu taro Hashi- 
moto, Japan’s prime minis- 
ter, had told pursuing jour- 
nalists he was considering 
using public money to help 
Japan's banks. it electrified 
the markets. 

As one trader said: “Some 
people were scrambling to 
buy bank shares - It was 
quite a change from last 
week." 

The reason for the excite- 
ment was clear. As Japan’s 
financial problems have 
mounted in recent years, the 
government has insisted 
that it would not use public 
money to bail out banks. 

Instead, it argued that any 
financ ial problems - such as 


Renong 
deal hits 
Malaysia 
shares 


By James Kynge 
in Singapore 

An extraordinary deal 
which appeared devised to 
bail ont the business arm of 
Malaysia's ruling political 
party yesterday drove share 
prices in Kuala Lumpur to 

their lowest level in more 
than fonr years and 
depressed the ringgit. 

News that UEM, a stock 
favoured by foreign inves- 
tors, had borrowed some 
MS2.4bn ttJS$724m) to buy a 
32.6 per cent stake in Its 
parent company, Renong, 
one of Malaysia’s top compa- 
nies, at a hefty premium to 
the market price, stunned 
many investors. 

“The fact that this hap- 
pened probably means that 
there are more bail-outs 
down the road." said Chong 
Yoon Chon, investment 
manager at Aberdeen Asset 
Management in Singapore. 

Renong is in effect con- 
trolled by the United Malays 
National Organisation, the 
party of Mahathir 
Mohamad, the prime minis- 
ter. It is the nation's top 
infrastructure company and 
is leading a drive to build 
two new cities, Putrajaya 
for MS20bn and Cyberjay a 
for MSlObn, near Koala 
Lumpur. Without Renong. 
the vision of Dr Mahathir 
for Malaysia to attain devel- 
oped status by 2020 would 
be in tatters. 

Yet the amount of money 
which UEM had to borrow 
to invest in Renong 
suggested that the compa- 
ny's cash-flow problems are 
more serious than many 
believed, analysts said. They 
were also worried that UEM 
had been forced into debts 
which it might have trouble 
servicing IT Interest rates 
continued to climb. 

The Kuala Lumpur Stock 
Exchange's Composite Index 
fell 4SJS0 points, or 6J5 per 
cent, to 622.09. its lowest 
point since March 1993. It is 
down more than 50 par cent 
this year, UEM was down 38 
per cent and Renong down 
20 per cent. 

The ringgit fell to a low of 
MS3.4 against the US dollar 
in late trade yesterday. 

The fact that authorities 
granted UEM a waiver from 
making what should have 1 
been a mandatory general 
offer to buy all of Renong’s , 
shares, shook Investors* 
faith in the principles of 
Malaysian corporate gover- 
nance. 

Renong profile. Page 16; ' 
World stocks. Page 32 I 


hank collapses could be 
covered by an industry 
ins urance scheme known as 
the Deposit Insurance Corpo- 
ration. This is financed 
through a quasi “tax” on 

hank deposits. 

But now there are hints of 
a shift- With the financial 
sector now looking more 
shaky than ever, parts of the 
ruling Liberal Democratic 
party have started to pro- 
pose the hitherto unmention- 
able - public funds to stabi- 
lise the financial system. 

While Taku Yamasaki the 
party’s policy head, was 
explicit about it, Mr Hashl- 
rnoto found it necessary 
later in the day to deny the 
remark attributed to him. 
Jiji news agency quoted him 
as saying: *1 have never said 
that public funds would be 
used. Please do not misun- 
derstand me." 


In an earlier report, Jiji 
said Mr Hashimoto had 
responded to a question 
about what he thought about 
tiie use of public funds to 
help banks deal with their 
problems by saying: "We 
will hold an economic minis- 
ters' meeting now with those 


issues in mind.” 

Though some banking ana- 
lysts remain deeply cynical 
about whether the idea 
would actually gain support, 
the suggestions are provok- 
ing a wave of discussion 
within the Bank of Japan 
and fiwflTiRtt ministry. 


There are two main pro- 
posals around. One would 
aim to improve the way that 
bank collapses are handled 
by increasing the funds in 
the D1C This could be done 
through a rise in the bank- 
ing levy or new infusion of 
f unds. 


This idea is strongly 
opposed in parts of the 
financ e ministry. However, 
some officials also recognise 
that the DIC could come 
under farther strain if there 
were more collapses, like 
that of Hokkaido Takusboku 
bank on Monday. 


Long-term focus for reforms 


By GBDan Tett in Tokyo 

The package of 120 measures nn veiled 
yesterday by Japan’s Economic Plan- 
ning Agency (EPA) centred on struc- 
tural changes such as deregulation in 
telecommunications, the financial 
industry and transport sectors. 

The reforms were similar to propos- 
als made earlier this month by the 
rating Liberal Democratic party. Most 
were announced earlier this year. 


The EPA yesterday argued that the 
measures could provide a significant 
boost to the economy in the medium to 
long term, adding some Y60,000bn 
($477bn) of demand over the next 
decade to gross domestic product 
(which is currently around 
Y500,000bn). 

Government officials argued that the 
style of tiie package, which focuses on 
longer-term structural change rather 
than short-term boosts, marked a shift 


in the government stance. In particu- 
lar, the government now recognised 
that the type of fiscal “pump printing” 
measures in its last economic package 
in 1995 were no longer providing a 
satisfactory solution. 

One plank of yesterday's, package 
centred on moves to boost the property 
market by lifting regulations on land 
use and facilitating real estate securi- 
tisation. Another element was con- 
struction of a new airport. 


Stabilisation package expected today in push to end currency crisis 

Seoul tries to avoid seeking IMF aid 


By John Btrtoii in Seoul 

South Korea is expected to 
offer a financial stabilisation 
package today in what is 
seen as a last-ditch effort to 
avoid seeking help from the 
International Monetary 
Fund to end a growing cur- 
rency crisis. • ... 7- 

The government said it 
would ' proceed with rhea- 
is urea to rescue debt-laden . 
hanks despite ffie- failure of. 
parliament yesterday to pass 
legislation that . would ' 
restructure Korea's creaky ‘ 

financial system. 

But analysts were not opti- 
mistic that the proposals 
would soothe Korea's jittery 
financial markets. "Things 
are deteriorating at such a 
rapid pace I don’t see how 
Korea can avoid going to tiie 
IMF for a bail-out,” said Dan- 
iel Harwood, north-east 
Asian manager for ABN 
Amro Hoare Govett in Seoul. 

The Korean currency, the 
won, yesterday fell to a 
record low of 1,012^0 to the 
US dollar despite brief inter- 
vention by the central bank, 
while the benchmark three- 
year corporate bond yield 
climbed to a 27-month high 
of 13.65 per cent 

Concerns are growing 
among US policymakers that 
Korea’s financial problems 
could aggravate similar trou- 
bles In Japan, which would 
then affect US financial mar- 
kets. Any IMF bail-out of 
Korea would be likely to be 
supported by contributions 
from the US and Japan, 
among others, since the res- 
cue package, at an estimated 
350bn, would probably 
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Riot police pass Seoul crowds yesterday protesting at the proposed financial reforms 


e ytypri IMF eapahilities- 

In Manila where finance 
minis ters from Asia and the 
US are meeting, Lawrence 
Summers, deputy US trea- 
sury secretary, held talks 
with South Korean officials 
but would not comment on 
whether he had discussed 
any form of rescue package. 

Finance ministry officials 
in Seoul have denied any 
intention of seeking help 
from the IMF because it 
would represent a loss of 
"economic severe ignty”. 

But central bank officials 
are reported to have told the 
finance ministry that Korea 
should consider approaching 
the IMF because even state- 
run banks are having diffi- 
culties in raising foreign cap- 


ital due to recent credit 
downgrades. 

The possible refusal by for- 
eign banks to roll over 
short-term debt, which 
accounts for nearly 60 per 
cent of Korea's total foreign 
debt of SllObn, would 
exhaust the nation's foreign 
currency reserves, which 
have declined by an 
unknown -amount from last 
month’s figure of $30.5bn 
due to central bank support 
for the won. 

Investment banks, which 
specialise in short-term cor- 
porate financing, have 
already seen their credit 
lines cut by foreign lenders, 
which could result in a new 
round of corporate bankrupt- 
cies as the investment banks 


call in their loans. 

Foreign banks are becom- 
ing nervous about the appar- 
ent inability of the govern- 
ment, distracted by a 
presidential election next 
month, to deal with the fall- 
ing baTikfi and a S tri ng of 
corporate collapses. 

The government’s 
response has also been hob- 
bled by bureaucratic squab- 
bling, between the finance 
ministry and central hank. 

The decision yesterday by 
parliament to delay passage 
of financial reform legisla- 
tion unto at least January, 
despite a reported resigna- 
tion threat by the finance 
minister, reflected protests 
by the central bank. 

Legislation would grant it 


Financial officials from Asia 
and the US began talks in 
Manila yesterday aimed at 
establishing the mechanism 
for an Asian fund facility as 
fears mounted that South 
Korea would be the next 
country In the region to 
seek a financial rescue 
package; writes Justin 
■ Mapped I" Manila. " 

Roberhf dfe Ocainpo r 
Philippine finance secretary, 
said dfecossjoas would focus 
on setting upa regional 
surveillance 
better economic and 
technical co-operation for 
the supervision of flimwial 
and capital markets and 
some sort of supplemental 
financing facility. 

He yid this would 
augment audoot replace 
International Monetary 
Fund resources. 

independence in setting 
monetary policy,, but the 
central bank would lose 
supervisory authority over 
the banks, with a resulting 
cut in staff jobs that have 
triggered strike threats by 
employees. 

Bank supervision would be 
included in a new agency, 
controlled by the finance 
ministry, that would also 
oversee the insurance and 
securities industries. 

An IMF bail-out would 
help the central bank In its 
bureaucratic struggle, since 
tin* finance ministry would 
be shorn of many of its con- 
siderable powers, as the IMF 
is likely to demand economic 
deregulation as a condition 
fin: any rescue package. 


Rupee steadied ahead of turbulence 


By Mark Nicholson 
in New Delhi 

The Reserve Bank of India, the 
central bank, yesterday moved to 
steady a slide in the rupee as it 
touched a 21 -month low of Rs37.52 to 
the dollar. It issued a statement say- 
ing it considered the currency’s 
recent “adjustment” to be “ade- 
quate”, while seeking to distance 
India's "strong" economy from those 
of its troubled Asian neighbours. 

The bank's attempt to calm the 
markets came on the eve of an 
expected political storm over allega- 
tions surrounding the 1991 assassi- 
nation of Rajiv Gandhi, then Con- 
gress party leader, which could 
threaten the survival of India's frag- 
ile United Front coalition. 

The rupee recovered an the RBI 
statement to close at Rs37i® - down 
from Monday's closing Rs36.91 - 
with Bombay dealers suggesting the 
currency could steady at these lev- 


els. The rupee has eased since mid- 
August from a stable plateau of 
around Rs36 to the dollar. 

The RBI's comments were taken 
as a clear signal of its desired floor 
for the currency. "It has placed a 
huge psychological barrier at these 
levels,” said one Bombay dealer. 

C. Rangarajan, RBI governor, said 
India's economic fundamentals 
“remain strong”, but that the rupee 
had been “adjusting to the changing 
circumstances". 

He said that, uniiko its sharply 
buffetted Asian neighbours, India's 
current account deficit remained low 
as a proportion of gross domestic 
product and foreign currency 
reserves, at around $28bn. had risen 
by $3£bn so ter this year. 

Currency dealers say the RBI has 
sold $600m-$lbn in the past two 
weeks to control what appeared to 
be a modest but managed deprecia- 
tion of the rupee to aid India’s ailing - 
exporters. Exports have risen only 


42 per cent so ter this year on a 
relatively steady rupee, while many 
of India's trade competitors have 
sharply devalued. 

Despite Mr Rangarajan's attempt 
to inq»iiatfl India from the regional 
crisis, the depreciation reflects wider 
negative market sentiment towards 
Asia which has prompted strong 
sales of Indian equity by foreign 
institutional investors. So far this 
month, these investors have with- 
drawn a net $58m, threatening to 
make this the first month since 
India opened its capital markets in 
1993 to record a net outflow of funds. 

A state telephone company issue 
was trimmed last week and could be 
Jeopardised by the gathering politi- 
cal storm signalled by leaders of the 
Congress party. 

They have threatened to withdraw 
political support for the United 
Front, on which the minority gov- 
ernment depends for survival, over 
the apparent findings of a commis- 


sion of Inquiry into possible conspir- 
acies behind the death of Mr 
Tba 5280-page report, tire result of a 
five-year inquiry, will be tabled 
tomorrow. 

Leaked and published extracts 
apparently accuse one of the UF 
coalition parties, the Tamil Nadu- 
based Dravida Munnetra Kazbagan 
(DMK), of abetting the Liberation 
Tigers of Tamil Eelam, the Sri Lan- 
kan guerrilla group, in the period 
before the assassination. Mr Gandhi 
was killed by a Tamil Tiger suicide 
bomber during the 1991 election 
campaign. 

Because of these allegations. Con- 
gress leaders have Insisted the DMK 
leave the coalition as a condition of 
Congress's continued support for the 
government. UP leaders have 
resisted such a mo ve. 

Unresolved, the impending politi- 
cal clash could prompt a r ealig n- 
meat or even th r eaten dissolution of 
the government 


In business as in motor racing 
you can’t beat being at 

Le Mans for the race. _ 


The name. 


I a tbe heart of an exceptional motorway network, 
Le Manfi-Sartbe baa excdknt road links to thr rest of France 
and Europe. Although Paris is not far away (lew than 1 hour 
by TCVj, tbe setting up costs and rents make the region an 
attractive location. In terms of performance, it is an impor- 
tant centre for the motor industry in France and one of the 
main centres for the agricultural produce industry. 
Like Philips, who hare chosen to base a World Mobile 
Telephone Centre here, yon bare everytUng you need to 
soceeed in Sarthe. So, make a beeline now. 
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The current DIC scheme 
will collect some Y2,700bn 
($2l.3bn) in the next five 
years, but has already spent 
some Y1.400bn of this. 

The second idea would aim 
to help banks even before 
they foil by establishing a 
government agency to pip 
chase preferential shares in 

banks. This would allow 
tli pm to strengthen their 
capital base. 

This option could prevent 
a looming credit crunch for 
Japan’s industry: some 
hanks are cutting their lend- 
ing to companies now 
because their capital-to-as- 
sets ratio is low. 

It would also help solve an 
immediate problem: 
jil th p ngfo Hokkaido Taku- 
shoku operations will be 
taken over by North Pacific, 
this srvyy i d hank is small, 
a nd urgently needs to raise 


its own capital base. 

But it could also run into 
serious opposition. Some 
officials fear the scheme 
would create a severe "moral 
hazard”. Furthermore, it Is 
unclear where the foods 
might emerge from. 

Given this, few officials 
expect any rapid decision. 
Indeed, some banking ana- 
lysts think the concept will 
eventually die. 

But with the LDP due to 
present a package or eco- 
nomic proposals next month, 
the proposals are unlikely to 
vanish quickly either. As 
one s eni or government offi- 
cial says: “The positive reac- 
tion of the stock market may 
mean that tbe government 
will have to do something. 
Otherwise there could be 
real disappointment.” 

Gillian Tett 


China’s light 
touch soothes 
HK’s pain 

The two-system formula 
is still intact, write John 
Ridding and Simon Davies 

N o sooner had Donald regime, the financial secre- 
Tsang seen Hong tary says any alternative 
Kong’s economy would be worse. 


N o sooner had Donald 
Tsang seen Hong 
Kong’s economy 
through the of transi- 

tion to Chinese sovereignty 
than a storm blew in from 
the opposite direction, bat- 
tering the territory's finan- 
cial markets and posing an 
immediate test for the post- 
colonial administration. 

Now, Hong Kong's finan- 
cial secretary sees the “tall 
end of the turmoil”, refer- 
ring to the typhoon c£ cur- 
rency and stock market 
assaults. Though many are 
less sanguine, citing several 
false dawns and the risk that 
South Korea will add a 
vicious twist to the cycle of 
upheaval, Mr Tsang is chart- 
ing tbe way forward for the 
territory and for regional 
monetary cooperation in the 
wake of the crisis. 

For Hong Kong, claims Mr 
Tsang, tbe lessons are 
largely positive. “There was 
an earthquake out there, but 
we came out better than the 
others,” says the financial 
secretary. The exchange rate 
system emerged intact from 
its “first real live test”, he 
adds, addle China displayed 
the light touch promised in 
the “one country, two 
systems” formula which 
underpins the handover. 

“I was pleasantly sur- 
prised by the way China 
behaved,” says Mr Tsang. 
“For that whole week there 
was not one telephone call, 
fox or instruction, ” he said, 
referring to the week the 
Hang Seng stock market 
index fell almost 25 per cent 
between Monday and Friday. 
He made the first contact, 
npyiing the finance ministry 
in Beijing the next Tuesday, 
to discuss what was happen- 
ing in mainland China 

*1 was 
pleasantly 
surprised by the 
way China 
behaved. . . 
there was not 
one telephone 
call, fax or 
instruction" 


Mr Tsang claims similar 
support from within Hong 
Kong. He Mushes aside sug- 
gestions of cracks in the con- 
sensus b ehind the currency 
link to the US dollar, and 
sees little sign that the pub- 
lic sought to shift assets into 
the US currency- “We have 
near total unanimity in sup- 
port cf what we have done," 
says the financial secretary. 

That may be an overstate- 
ment James Tien, Chairman - 
of tbe general chamber of 
commerce, has signalled con- 
cerns over the pain of 
defending the peg. Although 
he has pulled back from 
early hints that the system 
may need to be reconsidered, 
a sharp economic downturn 
or protracted high interest 
rates would tug at commu- 
nity support for the peg. 

Mr Tsang cannot envisage 
a scenario where the pain of 
defence could outweigh the 
costs of a bandoning th* cur- 
rency board system. Invok- 
ing tiie turbulent days of 
1983 "when housewives were 
willing to give up Hong 
Kong dollars for toilet rolls” 
and the instability of the 
preceding floating rate 


regime, financial secre- 
tary says any alternative 
would be worse. 

When China’s currency - 
tbe yuan, or renminbi - is 
fully convertible, says Mr 
Tsang, there may be an 
opportunity to reconsider. 
“But I do not contemplate a 
change in the link in my 
own working career," he 
adds. At 53. be has seven 
more years before retirement 
under the new government 
pension scheme. 



Tsang at the helm: charting 
the economic way forward 

As for tbe economic costs, 
the financial secretary 
rejects private sector predic- 
tions that growth in gross 
domestic product will fell to 
3 per cent or even lower next 
year. Though he has yet to 
make revisions to official 
forecasts, Mr Tsang says he 
would be surprised if growth 
fell much below the trend 
rate of 5 per cent 

Many are mare pessimis- 
tic. Peregrine Securities, 
which has just downgraded 
growth forecasts tor 1998 
from 4.7 per cent to 2.7 per 
cent, warns of the impact on 
property, banking and retail 
sectors of continued high 
interest rates. Others strug- 
gle to find engines of 
growth. 

Mr Tsang counters by 
pointing to the momentum 
within the economy and the 
fact that with 64 per cent of 
output c oming from sendees, 
the territory is relatively 
protected from the impact of 
regional devaluations. 
China, he says, will continue 
to drive growth. He would 
not, however, welcome a 
devaluation to maintain chi- 
na's export drive. “It would 
not put pressure on the 
Hong Kang peg, but it would 
prolong Asia’s agony." 

Easing Asia's agony, he 
says, might require a 
regional facility to support 
structural reforms. But Mr 
Tsang baulks at the idea 
that emerged during Septem- 
ber’s IMF/World Bank meet- 
ing of an Asian fund, man- 
aged in the region. “To me, 
discipline is cruciaL I would 
not back a scheme which 
implies inferior standards,” 
he says. “1 have lots of confi- 
dence in the IMF regime." 

Part of tiie problem with 
an Asian -manag ed hand, he 
believes, lies in the political 
sphere. “I don’t see how 
friendly neighbours can 
impose draconian rules on 
each other." says Mr Tsang. 
“For a fund to be applied 
effectively it needs to be run 
by someone strong enough 
to defy national politics.” An 
Asian fund has a role, he 
believes, but only If it is con- 
sistent with the IMF. "They 
are the international finan- 
cial strong man," he insists. 
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Pinochet in 
plan for UK 
arms office 


By Jimmy Bums 
in London and Imogen Mark 
in Santiago 


Chile’s General Augusto 
Pinochet is hoping to boost 
his country's defence ties 
with the UK by setting up an 
arms procurement office in 
London before he steps down 
from his post as head of the 
armed forces next March. 

Discreet plans to move the 
Chilean army's main Euro- 
pean procurement office 
from Madrid to London have 



Pinochet: seeks London 
arms procurement office 


recently gathered pace 
against a background of 
deteriorating relations 
between the Chilean army 
establishment and the Span- 
ish government. 

The Chilean airforce and 
navy already have procure- 
ment offices in London. 

The Spanish defence min- 
ister recently postponed a 
visit to Santiago until after 
Gen Pinochet has stepped 
down, and the Chilean army 
is understood to have can- 
celled a $25m order for three 
transport aircraft from 
CASA, the Spanish maker. 

Gen Pinochet is thought to 
have been angered by the 
decision last year of a Span- 
ish judge to launch a private 
prosecution against him for 
human rights violations 
committed during his 
regime. He came to power 
after a military coup in 1973 
and stepped down as presi- 


NEWS DIGEST 


Sabena buys 
34 Airbuses 


Sabena, the Belgian airline, said yesterday it would hoy 
34 aircraft from Airbus Industrie, the European 
consortium, which bad fought a fierce battle agafrngf 
Boeing of the US for the order. Sabena said the order, its 
biggest ever, was for 26 A319s, five A320s and three A321s. 
Airbus had helped win the contract by offering work to 
Sabena Technics, the airline's maintenance and 
engineering arm. 

Sabena Technics staff had called on the company to 
order Boeing 737s because they specialise in maintaining 
the aircraft for other carriers and feared an Airbus order 
would result in job losses. 

Boeing offered to. take an equity stake in the 
engineering unit if Sabena ordered Boeings. Sabena said 
it also wanted to have the same aircraft as Swissair, 
which owns 49.5 per cent of the Belgian carrier. Swissair 
has also offered Sabena Technics Airbus maintenance 
work. Michael Sknpmker, Aerospace Correspondent 
British Aerospace, See editorial comment 


AIRLINE BILATERAL DEAL 


Lufthansa plans strategic link 


Lu fthansa and Singapore Airlines are expected to 
announce a strategic partnership on Monday, which 
might include a code-sharing agreement between the 
carriers. This means the companies will be able to sell 
tickets on each other flights and offer passengers a joint 
frequent flyer programme. 

Luft hansa said yesterday the bilateral deal would not 
involve Star Alliance, a powerful dub of six carriers led 
by Lufthansa and United Airlines, of the US, which also 
includes SAS of S candinav ia, Thai Airways, Varig of 
Brazil and Air Canada. Analysts say the initial bilateral 
deal with Lufthansa Is likely to lead to Singapore Airlines 
joining the Star Alliance in the fixture. 

Singapore Airlines already has cooperation agreements 
with Delta Air Lines of the US and Swiss Air. However, 
the partnership with Lufthansa would give the airline a 
much better position in Europe and North America. 

It will also strengthen Lufthansa’s position in the 
Asia-Pacific market, which the German airline has Bought 
for some time. Singapore Airlines, one of the world’s 
biggest and most profitable carrion, is 54 percent owned 
by the state. Lufthansa is also understood to be in talks 
with Cathay Pacific. Arkady Ostrovsky, London 


MEXICO REFINERY CONTRACT 


Win for Siemens consortium 


A S2.46bn contract to upgrade one of Mexico's most 
important oil refineries has been awarded to a consortium 
formed by Siemens, the Goman electrical engineering 
group, Sunkyong Engineering & Construction of South 
Korea, and Tribasa, a Mexican construction company. 

The contractors have agreed to finance modernisation 
of Cadereyta. a refinery in north Mexico, in what will be 
the first off-balanceeheet project for Femes, the state oil 
monopoly. Because Mexican law forbids private 
ownership of oil production facilities, Pemex will repay 
the contractors in half-yearly instalments over a period of 
10 years. 

Pemex has launched a drive to produce cleaner fuels in 
order to allow Mexican industry to meet stricter 
environmental guidelines on air pollution. 

New pollution controls were scheduled to come into 
force in 1938, but have been delayed until Pemex 
completes the modernisation of facilities such as 
Caderevta. ' teste Cranford, Mexico City 


NEWS: WORLD TRADE 


US warns Japan on imported spirits tax 


By Frances Wffiams 
in Geneva 


dent in 1989 but held on to 
the most senior military 
post. 

The prosecution on behalf 
of the families of alleged vic- 
tims of Spanish nationality 
has little chance of coming 

to trial However, the sur- 
rounding publicity has 
raised the human rights 
issue at a time when Gen 
Pinochet is hoping to retire 
with honour. 

Under a law imposed by 
Gen Pinochet as a condition 
for agreeing to democratic 
elections, amnesty from 
prosecution was granted to 
anyone accused of human 
rights abuses during the I 
regime. 

to Gen Pinochet has been 
a frequent if discreet visitor 
to the UK. These officially 
“private" visits have often 
included talks with UK 
defence manufacturers. 

The Chilean leader has 
been instrumental in devel- 
oping for the Chilean army 
an artillery rocket known as 
Rayo, designed by British 
Aerospace. 

BAe said this week that 
the project details of which 
remain secret was “ending 
its research programme". 
Final tests are to be carried 
out in Chile this month and 
the Rayo should go into pro- 
duction and on sale next 
year, according to a Chilean 
army spokesman. 

It is understood that Chil- 
ean army officials and BAe 
are considering attaching a 
sophisticated computerised 
guidance system to the 
rocket, which has several 
conventional uses, including 
as an anti-tank weapon. 

British defence manufac- 
turers generally are thought 
to be keen on expanding 
their links with Chile. But 
the Pinochet connection may 
provoke further contr o v er sy 
over the UK government’s 
so-called ethical policy on 
arms exports. This puts 
curbs on sales of equipment 
which might be used for 
internal repression or exter- 
nal aggression. 


Washington yesterday 
! warned Japan that it could 
I face retaliation under World 
Trade Organisation rules for 
! faffing to implement a WTO 
judgment to mid discrimina- 
tory taxation of imported 
spirits. 

Rita Hayes, the new US 
ambassador to the WTO in 
Geneva, said Japan had still 
not come up with proposals 
to comply with an arbitra- 
tor’s ruling that the tax 

dwng ps chnnlrt fr* ramplotoH 

by February 1998, 15 months 
after adoption of the WTO’s 

ftrwUng n 

Addressing a meeting of 


the WTO’s dispute settle- 
ment body, she said she 
hoped Japan would avoid 
being the first target for 
authorised retaliation under 
WTO rules. These permit the 
withdrawal of trade conces- 
sions from countries that fail 
to comply with dispute panel 
rulings or agree compensa- 
tion. 

Japan’s implementing leg- 
islation delays the final 
phase of tax increases on the 
local spirit shochu until 
October 200L 

Earlier this year the Euro- 
pean Union negotiated a deal 
with Japan that reduced tar- 
iff on imported spirits such 
as whisky to keep the tax 
differential with shochu 


within narrow iftyiitff firing 

the tr ansi tion. 

However, Washington and 
Tokyo failed to reach an 
agreement and the U$ took 
the issue to WTO arbitra- 
tion. 


Chile’s allegedly dis- 
criminatory tax system 
favouring the domestic 
spirit, pisca 

Chile has just passed legis- 
lation to cut taxes on 
imported liquors and raise 


quarantine rules for fruit 
The US said it was still 
hoping for an amicable set- 
tlement with India which 
last week reached agreement 
with the EU and Australia 
on a six-year pbase-out of 


Washington says Tokyo has still not come up with 
proposals to comply with arbitrator’s ruling 


The WTO r uling against 
Japan has spawned similar 
cases against South Korea 
and Chile. 

A WTO panel was estab- 
lished last month for South 
Korea at the request of the 
EU and US, and yesterday 
the EU secured a panel on 


those on pisco but Brussels 
says the new law does not 
satisfy its concerns. 

Two other panels were 
established yesterday at 
Washington's request, one 
on India’s curbs on imports 
of consumer goods and 
the other on Japan's 


the import restrictions. 

A fourth WTO panel was 
set up yesterday to investi- 
gate EU tariffs on imports of 
spreadable butter frmn New 
Zealand. 

Brussels argues that the 
butter does not qualify for 
duty-free treatment under an 


agreement reached with 
New Zealand during the Uru- 
guay Round of trade talks. 

■ EU officials said yester- 
day that the US and four 
Latin American countries 
that brought a successful 
WTO case against the EU’s 
banana import regime had 
asked for WTO arbitration to 
fix a timetable for implemen- 
tation. 

Earlier this month the 
European Commission pro- 
posed implementation 
within 15 months and one 
week, close to the 15-month 
period the WTO regards as a 
normal maximum, though 
EU members have still not 
agreed on bow the regime is 
to be modified. 


Qatar oil group eyes aluminium, methanol deals 


By Judy Dempsey 
in Doha 


Qatar General Petroleum 
Corporation yesterday 
signed two memoranda of 
understanding to develop an 
aluminium smelter plant 
and a methanol manufactur- 
ing complex, each worth at 
least SXbn. 

The MoOs, agreed at the 
fourth Middle East and 
North Africa conference 
which ended yesterday, are 


aimed at diversifying 
Qatar's production base as 
well as its downstream pet- 
rochemical activities. 

The smelter MoU was 
signed between QGPC and 
Norsk Hydro ASA, the Nor- 
wegian al uminium producer 
which has in t e re s t s world- 
wide. 

QGPC will hold a 40 per 
cent stake and Norsk Hydro 
ASA will bold the r emaining 
60 per cent, the first time a 
foreign company will be 


allowed take the majority 
stake. 

The joint ven ture precedes 
a new investment law cur- 
rently being drawn up by 
the Qatar government 

The study carried out by 
QGPC and Norsk Hydro 
ASA will consider two 
options for an aluminium 
smelter - one with an 
annual capacity of 200,000 
tonnes, the second with a 
capacity of 400,000 tonnes. 
The first option win require 


a capital investment of Slbn 
for a plant which is sched- 
uled to be completed by 
2002. 

Qatar’s plans to develop 
an aluminium smelter is 
part of a strategy to use its 
vast and cheap gas reserves 
and tap the growing demand 
for aluminium in south-east 
Asia. 

This MoU follows a recent 
deal signed by Oman with 
an international consortium 
to invest S3bn in a new alu- 


minium smelter plant with 
prynnai production capacity 
of 400,000 tonnes per year. 
Dubai Is also seeking inter- 
national partners for a sec- 
ond smelter. 

The methanol MoU was 
signed between QGPC and 
Metbanex Corporation of 
Canada to ««**«« the viabil- 
ity of building a plant capa- 
ble of producing an annual 
8m tonnes of methanoL 

QGPC will hold a 51 per 
cent stake in the project 


with Metbanex holding the 
remaining 49 per cent. 

The start-up production 
date conJd be as carfy as 
2002 with the plant produc- 
ing industrial methanol, 
mainly for export. 

In line with other coun- 
tries of the Co-operation 
Council for the Arab States 
of the Gulf (GCC), Qatar is 
moving towards allowing 
greater foreign participation 
tn a bid to diversify its econ- 
omy. 
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There are millions of reasons to fly today, 
only one that matters to you. 


You could be on a quest to find new 
business opportunities . Maybe you're 
flying to close an important deal. 
You might be crossing the skies 
with a ring in your pocket and a 
proposal on your lips. 
Whatever your reason . it's important 
to us as well. Which is why. at 
Delta Air Lines, we promise to make 
your journey to the place you want to 
be just as good as the reasons you 
have forgoing there. 


61997 Delta Air Lines, Inc. 


For more information and reservations see your travel agent or local Delta office. 

or visit our website at wwwjdeha-air.com 
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NEWS: INTERNATIONAL 


Russia claims 


plan to end 
Iraq crisis 


Luxor killings highlight 
role of economic reform 


Russia said it had worked 
out a plan to bring a peace- 
ful end to the crisis between 
Iraq and the United Nations 
after unexpected talks yes- 
terday between President 
Boris Yeltsin and Tariq Aziz, 
Iraqi deputy premier. Ren- 
ters reports from Moscow. 

The US, which has not 
ruled out military action 
over Iraq's decision to bar 
Americans from. UN weap- 
ons inspection teams, said it 
bad no information on a 
plan. 

Mr Aziz flew in unexpect- 
edly to Moscow yesterday. 
He met Yevgeny Primakov, 
Russia's foreign minister, 
and Mr Yeltsin, who has 
warned Washington against 
the use of force. 

"As a result of these talks, 
a specific programme has 
been worked oat which, we 
believe, allows us to avoid 
military confrontation and 
the u se of military methods, 
and to move towards liqui- 
dating this crisis, of course 
with Iraq fulfilling the corre- 
sponding UN Security Coun- 
cil resolutions," Mr Prima- 
kov said. 

Russia, along with fellow 
Security Council member 
France, has considerable 
economic interest in seeing 
an end to the UN sanctions 
imposed on Iraq after the 
1991 Gulf war. OO companies 
from both countries are keen 


to do business again with 
Baghdad. 

Mr Primakov said Mr Yelt- 
sin had urged him to meet 
the US, French and British 
foreign ministers today and 
that, if he could not. he 
would speak to them by tele- 
phone. The French Foreign 
Ministry said the four were 
discussing meeting in 
Geneva. 

In Washington. Sandy Ber- 
ger, US national security 
adviser, said permanent 
members of the Security 
Council were trying to 
arrange a meeting in Europe 
on Iraq, but it was unlikely 
to take place today. Made- 
leine Albright, US secretary 
of state, is currently travel- 
ling in Asia. 

Mr Berger also said the US 
planned to reinforce its air 
power in the Gulf region 
because of the crisis. 

The US Defence Depart- 
ment said an American U-2 
spy aircraft flew a UN mis- 
sion over central Iraq with- 
out incident yesterday 
despite previous threats by 
Baghdad to shoot down such 
aircraft 

In London, Britain said 
Iraq could make a small 
number of chemical and bio- 
logical arms "in a matter of 
months" if UN inspectors 
were removed from the 
country. 

See Comment & Analysis 


T he dramatic exposure 
of Egypt's vulnerabil- 
ity to Islamist mili- 
tant violence has intensified 
pressure for a radical review 
of both security measures 
and the character of future 
economic reform. 

President Hosni Mubarak 
yesterday publicly berated 
Hassan al-AlB, the interior 
minister responsible for 
security and the architect of 
the government’s har dlin e 
policy toward militant 
organisations, for the cata- 
strophic security lapse 
which left one of Egypt's 
most popular tourist sites 
unprotected and 57 foreign 
tourists dead. 

During a tour of the mas- 
sacre site near Luxor yester- 
day Mr Mubarak turned to 
Mr al-Alfi. who subsequently 
resigned, and told him: "You 
have tailed. You don’t move. 
You only stay In Cairo." 

The government remains 
intent upon pursuing its 
security-centred policy 
toward the Islamist militants 
rather than opening political 
dialogue. 

"The scale of the slaughter 
is totally incommensurate 
with the size of the Islamist 
organisations- and the issues 

involved are no longer ques- 
tions of economics or reli- 
gion,” a senior government 
minister said yesterday. "It 
is purely a security issue, 
and we have taken care of it 
by cuffing (be head off the 
snake. But the is still 
wiggling." 

Even so, the militants’ 
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ability to have a devastating 
impact despite being a tiny 
minority lies at the heart of 
the government's vulnerabil- 
ity. The failure fully to 
counter the security threat 
has heightened the impor- 
tance of economic reform 
intended ultimately to raise 
living standards *»wd under- 
mine the militants 1 constitu- 
ency. 

The tourism industry bes 
played a big role in this 
reform strategy, with 
receipts standing at $3.2bn 
so far this year. New tourism 
developments on the Red 
Sea are almost entirely reli- 
ant upon construction 
labourers brought from 
Luxor and other areas of 
Upper Egypt in which the 
militants are most active. 

Tourism also underpins 
the economy of towns such 
as Luxor, which attracts 2m 
Visitors a year. Cairo tour 
operators were yesterday 


deluged with cancellations 
from all over the world. 

"Many groups who are 
already in Egypt want to 
leave before the end of their 
tours.” said Hanan Nonr of 
Golden Pharaoh tours. Other 
operators are still recovering 
from a 20 per cent drop in 
business fbRowing the kill- 
ing of r>inp German tourists 
by gunmen in central Cairo 
in September. 

Despite the ferocity of the 
latest attack, investment In 
tourism is unlikely be 
affected d ramatically as only 
one hotel group - Misr 
Hotels - is quoted on the 
stock exchange. 

However, the government 
is now likely to accelerate Its 
extensive re f orm p m gr a nunp 
to avert a crisis of investor 
confidence. 

"T hi* has ght»n gth«»narf my 

resolve and the govern- 
ment’s resolve to diversify 
the economy, so the impact 


of a problem in one sector is 
HrniinteHpri. We should have 
tourism grow, but we should 
have everything else grow, 
so that tourism is one sector 
out of fifty,” said Yousef 
Boutros Ghali. Egypt’s econ- 
omy minister, yesterday. 
"Even so. 1 don't think 
investment will be affected 
by what has happened, 
though tourism will take a 
hit." 

Yesterday the Gama’a al- 
Islamiyya, Egypt's main mil- 
itant organisation, claimed 
responsibility for the attack. 
The organisation said gun- 
men had intended to take 
foreign tourists as hostages 
who would be freed in return 
for release of Omar Abdel 
Rahman, the militants’ spiri- 
tual leader now serving life 
in the US. 

Five months ago jailed 
members of the organisation ■ 
called for a unilateral truce 
in the five-year conflict with 
the government. However, 
its exiled supporters rejected 
the truce c»ti and have since i 
precipitated a split wi thin | 
the group. It was they who 
yesterday claimed responsi- 
bility for the attack and \ 
threatened more violence. ] 

"The exiled leaders don't , 
agree with the truce, mainly 1 
because the government I 
hasn't done anything posi- 
tive since the truce was 
called." said Yassir al-Sirri, a 
London-based Egyptian exile 
with close links to the 
Gama’a al-Islamiyya. 


Probe of 
Algeria 
massacres 
urged 


Harare’s 


reforms 
win IMF 


applause 


By Route Khataf in London 


Mark Huband 


Israel urged to exchange land for peace 


By Judy Dempsey In Doha 


The Middle East and North Africa 
(Mena) economic conference aided 
yesterday with a call on Israel to 
exchange land for peace and 
remove all restrictive measures 
and closures on the West Bank 
and Gaza. 

In a declaration that reflected 
increasing impatience with the 
Israeli government, the 65 partici- 
pating countries said Israel must 
abide by United Nations Security 
Council Resolutions 242 and 338. 


These include trading land for 
peace, the basis for the 1991 Mad- 
rid peace conference. 

The declaration ended three 
days’ constant criticism of Israel, 
with the US often leading the way 
in demanding Benjamin Netan- 
yahu, Israeli prime minister, abide 
by agreements signed with the Pal- 
estinians. 

Mr Netanyahu’s intransigence 
on the peace process was one of 
the main reasons many Arab 
states, including Egypt, Morocco 
and Saadi Arabia, boycotted the 


conference. It was the largest boy- 
cott since the Mena process started 
in 1994. More than 90 countries 
attended last year's Mena confer- 
ence in Cairo. 

"It was very i m port a nt we spe- 
cifically mentioned the exchange 
of land for peace in the declara- 
tion,” said Henry Siegman, direc- 
tor of the Co uncil on Foreign Rela- 
tions, the US-Middle East project 
and an influential think-tank com- 
mitted to the peace process. 

The Israeli delegation had tried 
to block the declaration, saying 


the reference to "land for peace” 
had not been spelt oat at the Mad- 
rid conference. But they failed to 
do so and evaitoally signed the 
declaration. 

Diplomats said they wanted to 
send a dear message to the Netan- 
yahu government that prosperity 
in the region could not be attained 
without a “just, lasting and com- 
prehensive peace”. "It's time 
Netanyahu realised the damage he 
is causing,” a US offlrfei yiM. 

The Israeli delegation led by 
Natan Sharansky, trade and indus- 


try minister, attempted to show it 
was fterftnp way s around the clo- 
sures of the West Rank and Gosa 
by promising finally to open the 
Kami Industrial Estate, a 332m 
project financed heavily by US aid. 

But the Doha Declaration 
demanded "the Immediate removal 
of all restrictions”, adding the Pal- 
estinian economy had "deterio- 
rated dramatically In the past 
year”. Per capita Income has fallen 
24 per cent and gross national 
product declined 40 per cent since 
1995. 


Amnesty international 
yesterday called for an inter- 
national investigation into 
recent massacres In Algeria 
to reveal the truth about 
those responsible, and 
accused the international 
community of turning its 
back on Algeria's human 
rights tragedy. 

The London -based human 
rights organisation yester- 
day detailed the country’s 
descent into bloody chaos, 
with violence and counter 
violence carried out since 
1 09 ?, tehinri a wall of silence, 
which it said was built up 
through censorship and the 
authorities’ manipulation of 
information. 

The United Nations Chil- 
dren's Fund immediately 
issued a press release sup- 
porting Amnesty's calls for 
concrete action, including 
the reco mmendation for an 
independent investigation 
into ‘htiuMwi rights abuses. 

In the past year, Algeria’s 
human rights abuses have 
been exacerbated by relent- 
less massacres of civilians in 
areas around and south of 
Algiers. In several cases, 
security forces appeared to 
stand by while hundreds of 
civilians were frilled. 

The government blames 
all the violence on extremist 
Islamist groups. It maintains 
that security forces could 
not intervene because they 
had been tricked into inter- 
vening and then ambushed. 

According to Amnesty, 
however, the Algerian 
authorities "are at the very i 
teast responsible for a con- , 
sistent failure to provide pro- 
tection to the civilian papu- 
lation". Testimonies from 
survivors of some massa- 
cres, said Amnesty, also add 
weight to allegations that 
armed groups who carried 
out massacres of civilians in 
some cases operated in con- 
junction with, or with the 
consent of, certain army or 
security forces units. The 
gov ernment denies this and 

has rejected appeals for 
investigations. 


By Tony Hawkins 
in Harare 


A team from the 

International Monetary 
Fund yesterday welcomed 
the austerity package 
announced on Monday by 
Herbert Murerwa, Zimbab- 
we’s finance minister, bat 
made no mention of 
resumed lending by the 
Fond itself. 

The team, winding OP ® 
two-week mission, described 
Dr Mnrerwa’s package, 
which has had a poor recep- 
tion in the business commu- 
nity, as "strong and compre- 
hensive” and “a major step 
forward In the stabilisation 
effort”. 

The IMF said it expected 
that the stabilisation mea- 
sures would help release 
SlOOm of fast-disbursing bal- 
ance of payments assistance 
by the World Bank and 
other donors. The Fnnd 
described the reversal 
of some economic reforms - 
notably the conversion of 
foreign currency accounts 
held by domestic companies 
into Zimbabwe dollars - as 
a modification, expected to 
remain in force "only for as 
long as the acute foreign 
exchange pressures exist”. 

Business analysts are far 
more critical, noting that 
the package involves Z$2bn 
(US£L38m) of new domestic 
borrowing. With the associ- 
ated financing cost 
(Z$500m), higher interest 
rates and the budgetary cost 
of increased foreign debt- 
servicing. they say, the bud- 
get deficit will be poshed 
above 10 per cent of gross 
domestic product this year. 

In foreign currency trad- 
ing yesterday the Zimbabwe 
dollar stabilised to a mid- 
rate of about ZS14 to the US 
unit from 2314.50 on Mon- 
day. There was a modest 
sell-off on the Zimbabwe 
Stock Exchange, which has 
fallen 4 per cent since the 
currency crisis started last 
Friday. Institutional inves- 
tors were switching funds to 
the money market to exploit 
the higher interest rates. 
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Argentine loan talks on 
ice after market turmoil 


By Ken Warn 
m Buenos Aires 

Argentina has “halted 
conversations’' with interna- 
tional hanks for a $2bn syn- 
dicated loan because of the 
turmoil in global financia l 
markets, Pablo Guidotti, 
treasury secretary, said yes- 
terday. 

Mexico last week secured 
a fz^bn credit in the syndi- 
cated loan market but the 
Argentine loan “was basi- 
cally put on ice after the 
Dow tumbled last month", 
Mr Guidotti said. 

The credit line would have 
been intended as an “insur- 
ance" against future unex- 
pected increases in the costs 
of borrowing. “Deals uw» 
this are hard to close in the 


current fatp wvn ^fiiwi condi- 
tions. Something smrihr is' 
still- an objective, but we 
decided there was no. rush,” 
be said. Talks had been at a 
“preliminary” stage. 

Argentina, along with 
other emergin g mar ke t bor- 
rowers, is facing sharply 
higher costs for issuing 
bonds as a result of the mar- 
ket turxnolL However. Mr 

Guidotti said he foresaw no 
problems arr-oog^g the mar-, 
kets to meet the country's 
3398 borrowing needs. 

“We wffl see as the inter- 
national situation develops. 
We will stay out of the mar- 
ket longer if need be. But we 
are still receiving, and ana- 
lysing , offers to place 
bonds," lie said. 

Argentina year plan* 


to seek $75hn48bn from the 
international markets and 
$5bn domestically, '.along 
with the rollover of $3bn in 
local money market instru- 
ments (Letes). Domestic 
offerings might .take a 
smaller percentage than 
planned, depending on mar- 
ket conditions, he said. 

Spreads for Argentina 
would for some time remain 
higher than they were before 
the latest market fluctua- 
tions, Mr Guidotti admitted. 
Argentina would also be 
likely to face shorter maturi- 
ties far its new debt “This 
year we were taking advan- 
tage of favourable market 
conditions to set a bench- 
mark of 20-30 years tea Dew 
issues, but in 1996. we will 
probably be looting more at 


the 5-30 year range." 

That was still consistent 
with improving the maturity 
profile of Argentine debt, he 
said. 

Argentina was due to sign 

a letter of intent for a $2jR*n 
extended fund facili ty from 
the International Monetary 
Fund within the next 10 
days, while the IMF board 
was due to ' discuss the 
accord on January 28, Mr 
Guidotti addpd . 

The accord, which sets a 
fiscal deficit target for next 
year of $&5hn, would men- 
tion the governm put’s move 
this month to seek proposals 
for the privatisation of 
Banco NacMn, the country's 
biggest financial entity. But 
this was not part of the pe*> 
fcanmance criteria, be said. 


Brazil sets stage for its next 
battle on economic policy 


Theatrical flourishes herald a 
crucial vote that may affect 
financial markets, says Geoff Dyer 


B rasil’s economic crisis 
has brought a theatri- 
cal quality to political 
life. 

“History does not pardon 
those who hesitate in thesa 
moments," Fernando Hen- 
rique Cardoso, Brazil's presi- 
dent, advised the country’s 
politicians. “This battle is 
our Waterloo." added Luiz 
Carlos Santos, his minister 
for political coordination. 

The rhetoric has a particu- 
lar target - tonight's sched- 
uled vote on the govern- 
ment’s long-stalled reform erf 
the civil service. 

With financial markets 
threatening to tear up Bra- 
zil’s economic strategy, the 
lower bouse vote is a sym- 
bolic test of the. govern- 
ment’s ability to win . 
approval for budget-cutting 
legislation. - 
The stakes are. high. Vic- 
tory will send a powerful sig- 
nal about the government’s 
determination to defend its 
currency, the Beal: defeat 
will rattle financial markets 
and probably put the cur- 
rency under pressure.. 

Brasil has been hit hard 
by the turmoil in world mar- 
kets because of its large bud- 
get and current account defi- 
cits and because the Real Is 
widely viewed as being over- 
valued. 

Having doubled interest 
rates to defend the currency, 
the government’s strategy 
for survi ving the crisis has 
been two-fold: 

■ First, it announced last 
week a package of budget 
cats and tax rises worth 
R$20bn (USgiSbn) designed 
to bring short-term relief to 
the fiscal deficit 
■ Second, it has redoubled 
efforts to pass reforms to the 
civil service and -pension 
systems, whose excesses are 
the principal cause of the fis- 
cal problem. As it is nearly 


three years since these bills 
were first presented to Con- 
gress, they have became a 
symbol of the government's 
inability to solve structural 
prob lems in the economy. 

The lower house voted in 
April in favour of the civil 
service irfn, which life- 
time job guarantees for pub- 
lic servants. However, it 
passed by just one vote and 
government whips have 
delayed the necessary sec- 
ond vote far fear its small 
majority would disappear. 

Political analysts think the 
government stands a good 
chance of success in 
tonig ht's vote. The leaders of 
the coalition parties, if not 
all the members of Congress, 
have been galvanised by 
fears of a currency crisis. 

“The political pm rim nwipnt 
is very confused, but the cli- 
mate of opinion is favoura- 
ble for the government,” 
said Walder de Goes, a Bra- 
silia political analyst 

The most important factor 
has been the change of tune 
of Paulo Maluf, leader of the 
Progressive party (FPBJ, an 
occasionally erratic mranber 
of the government coalition. 
Mr Maluf initially tried to 
make political ca pital but of - 
the crisis, describing the rise - 
in interest rates as “porno- 
graphic"; 

However, he has since 
publicly declared his support 
for Mr Cardoso’s reforms 
and, fa the process, appe a red 
to ride himrilf out as a pres- 
idential candidate next year. 

If he can deGver a large 
proportion of Ms party’s dep- 
uties. the government 
should win comfortably and 
defeat opposition amend- 
ments. The risk for the gov- 
ernment is that the civil ser- 
vice vote will get caught up 
in bargaining over last 
week’s fiscal cuts. 

The proposal to increase 



Antonio Carlos MagalhAes - with his son, Lois Eduardo, a 
deputy - waves after becoming Senate president this year ap 


income tax is one of foe few 
measures in the package 
that needs to' be approved by 
Congress, but it has pro- 
yoked widespread opposi- 
tion, Including from Antonio 
Carios Magalhies, towta- of 
the Senate and usually one 
of the. president’s closest 
allies. . 

After a brief hesitation 
last week, Mr Cardoso has 
stood firm behind the 
.unpopular - income tax 
increase. But deputies are 
likely to put pressure on foe 
government to make conces- 
sions until the last minute in 
return for their support for 
the civil service bflL 

Meanwhile, opposition 
deputies are trying to 
have the vote suspended 
on the grounds that the text 
of t he hjn bnc been changed 
since the first lower house 
vote. 

On the social-security bill, 
the outlook is not so optimis- 


tic. A revised version of the 
MB has been passed by foe 
Senate and returns this 
week to a committee of the 
lower house, which emascu- 
lated the initial proposal last 
year. 

Even with the more 
favourable environment in 
Congress for the govern- 
ment’s proposals, political 
analysts predict that the MU 
will stm face tough opposi- 
tion in' the lower house 
because it win create many 
loses in an election year. 

If progress continues to be 
slow, political analysts say 
one -option would to. divide 
foe bQl into two parts: one 
for cUvfl servants and one far 
the population as a whole. 

The more controversial 
second part could then be 
left until after the election. 
But in the present environ- 
ment, financial markets are 
likely to take a dim view of 
any backsliding. 


Ontario plays 
safe with its 
energy plans 


S ome disappointment 
has followed the recent 
policy paper on liberal- 
isation of Ontario’s electric- 
ity sector. Many observers 
had hoped authorities in the 
Canadian province would 
opt far outright privatisation 
of Ontario Hydro, one of 

North America’s largest 
power companies. 

But public opinion sug- 
gests allowing the private 
sector to take control of the 
province’s nuclear reactors 
would be cantroversiaL 
The conservative provin- 
cial government of Mike 
Harris a ppears to have opted 
for a slow approach that 
would prepare for eventual 
sale of only foe province’s 
electrical generation 
In the short tenn, the pol- 
icy paper proposes the debt- 
laden Ontario Hydro be split 
into three public entities: 

■ A generation company, 

■ A transmission and retail 
arm; 

■ An independent market 
manager. 

All of these entities would 
operate in a competitive 
market beginning in 2000. 

As a result, Ontario has 
attracted interest from foe 
private sector by mating 
clear the province would 
welcome in ves tment in com- 
petitive generation projects 
or in joint ve n t u res with the 
utility's generation offshoot. 

Ontario's energy ministry 
forecasts the province will 
need as much as CglObn 
(US$7bn) worth of new or 
replacement gg n gr a ttnr) cap- 
acity in the next 10-15 years. 

Provincial officials have 
watrf foe government is likely 
to retain its transmission 
monopoly, bnt they have 
notably refused to rule out 
eventual privatisation of the 
utility’s gen erati on offshoot. 

The government's coyness 
is not surprising, g iven the 
likely political backlash it 
would have faced had it 
announced the outright pri- 
vatisation of Ontario Hydro. 

Despite recent and wide- 
spread deregulation and pri- 
vatisation in various sectors 
of thp economy, Canadians 
are still wary of private 
i nvestm ent in areas such as 
medical services, prisons 
and utilities, particularly 
those with nuclear reactors. 

The policy paper makes a 
strong case for reform. 

Power costs rose 30 per- 
cent in the early 1990s and 
the utility has bem forced to 
write off more than C$7hn in 
non-performing assets over 
the past five years. The per- 
formance of the utility’s 
nuclear plants has been 
declining since foe early 
1980s. 

Problems at the division 
were highlighted by a recent 
report that said several reac- 
tors have been operating at 
minimally acceptable safety 
levels. The corporation said 
it would shut seven of its 19 
active reactors by next year 
as part of a C$8bn pro- 
gramme to rehabilitate 
nuclear facilities. 

The province’s energy 


ministry said It would write 
its proposals into legislation 
next year to ensure the prov- 
ince moves quickly to a com- 
petitive model and keeps 
electricity rates comparable 
with other regions in North 
America. With higher rates, 
Ontario would be risk losing 
investment and jobs. 

Moreover, a ministry 
spokesman argues that the 
early Eberahsatiom dale wffl 
force' Ontario Hydro to oper- 
ate and upgrade its genera- 
tion facilities within a mar- 
ket framework, encouraging 
management to avoid foe 
inefficiencies that have hob- 
bled the utility. 

The generation trans- 
mission entities win iwginT ' p 

about half of the utility's 
C$30bn debt - obligations 
that tiie government deems 
would still allow them to be 
commercially viable. 

By delaying deregulation, 
the government may inad- 
vertently allow the utility to 
increase its debt load, partic- 
ularly given the corpora- 
tion’s unclear woes. 

Critics say the govern- 
ment’s target date is far too 
aggressive and does sot give 
the utility enough time to 
restore its nuclear genera- 
tion capacity to compete 
with new entrants in the 
Ontario market 

“The successor companies 
of Ontario Hydro will have 
an awfhlly difficult time 
competing," said John Wil- 
son, president of the union 
representing the utility’s 
5,000 engineers, scientists 
« nd o ther professionals. 

He said his union would 
launch a campaign in a bid 
to prev ent the g nv g mTnpnt 
from moving forward, but 
with a solid majority in the 
provincial legislature, Mr 
Harris should be able easily 
to see his plan through. 


W ith this in mind, 
several would-be 
competitors are 
lining up. Hy dro-Quebec is 
best positioned immediately 
to advantage of an open 

market in Ontario, as its 
vast supply of low-cost 
hydroelectric power gives it 
a c o mpetiti ve edge over pro- 
ducers in other Canadian 
and US jurisdictions adja- 
cent to the province. 

Observers expect Ontario 
Hydro would face serious 
challenges in adjusting to a 
competitive market frame- 
work. 

Some sources at foe utility 
suggest that to keep costs 
down the corporation would 
simply mothball some of the 
TTT ^pIflar plants scheduled to 
be “temporarily” shut down 
far rehabflftatkm. 

As a result, the province’s 
generation company would 
emerge after several years as 
a smaller, more competitive 
utility - a public asset that 
would be much mere attrac- 
tive to private investors. 

By then public opinion 
may have swung in favour of 
such a sale. 

Scott Morrison 


NEWS DIGEST 


US prices 

slightly higher 

US consumer prices edged up izx October, in the latest 
indication that inflationary pressures in the world’s 
largest economy remain muted. 

The Labour Department reported that the consumer 
price index rose just 0.2 per cent last month, the same as 
in September. In the three months to October, prices rose 
at an annual 22 per cent. Core inflation, excluding 
volatile food and energy prices, also rose at a steady rate 
of 02 per cent The three-month rate of increase was 12 
percent 

Neither the overall rate nor foe detailed breakdown of 
prices by sector suggested the recent strong growth in the 
US economy had pushed up prices much. Tight labour 
markets have raised average wage increases to their 
highest level since the current expansion began nearly 
seven years ago. Gerard Baker, Washington 

■ JAVA LOGQ 

Bar on Microsoft sought 

Sun Microsystems yesterday asked a federal judge to bar 
Microsoft from using Sim's Java logo on its internet 
browser software. The action could lead to an 
interruption in shipments of the widely-used Microsoft 
Internet Explorer program. 

Sun’s action is the latest in a growing legal battle with 
Microsoft Last month Sun filed a breach of contract 
lawsuit against foe software industry leader, charging 
that It had improperly modified Java. 

Java is a set of programming tools that enables 
software developers to write programs that will run on 
any type of computer. Sim says that by omitting portions 
of Java, Microsoft has turned it into a Windows-only 
development tool. 

Microsoft has filed a counter-claim, also for breach or 
contract, charging that Sun failed to live up to its 
obligations. 

In its latest filing. Sun says Microsoft is deceiving 
consumers by placing foe "Java compatible" logo on its 
internet software. “It’s like buying a can of Coca-Cola and 
finding ginger ale inside." said Michael H. Morris, Sun's 
general counsel “The customer trusted the brand and 
was deceived." Louise Kehoe, San Francisco 

■ SEX HARASSMENT 

Smith Barney deal near 

In a landmark US legal settlement. Smith Barney, the 
fjiwnrfgT institution owned by Travelers Group, has 
agreed to let an independent arbitrator outside the 
securities industry resolve complaints about the 
treatment of female staff 

Lawyers for the plaintiffs in the gender discrimination 
and sexual harassment class action lawsuit filed in May 
1966 said yesterday they had agreed a settlement with 
Smith Barney. It was presented yesterday to a federal 
judge, whose approval is required. 

The lawsuit alleges that female employees of Smith 
Barney were groped by senior male workers in what was 
known as the “boom-boom room". It alleges that women 
were denied promotions and that foe firm ignored 
complaints of abuse and unwanted sexual advances. 

“We believe the process established today can serve as 
a model for Wall Street and for corporate America in 
providing fair and equitable treatment few women and 
minorities,” said Mary Stowell. lawyer to one of the 
piaVntiffc and a partner in l^ng Stowell Friedman & 
Vernon, the Chicago-based law firm. 

Smith Barney is also thought to have agreed to pay out 
minimum payments of several million dollars to each of 
the plaintiffs. The firm was unavailable for comment 
yesterday. 

The suit was filed by three women in May 1996 and was 
joined by 20 other women in October 1996. The plaintiffs 
said that notice of the proposed settlement would be sent 
to approximately 20,000 present and former women 
employees of Smith Barney. William Leads, New York 

■ FRAUD CHARGES 

Boeing faces lawsuits 

Boeing and two of its most senior executives have been 
accused of securities fraud in class action suits filed in 
Washington and Pennsylvania. 

Claiming damages on behalf of shareholders who 
bought stock in the three months before the Seattle-based 
aerospace group disclosed the extent of its production 
problems, foe suits name Phil Condi t. chairman, and 
Boyd Givan, chief financial officer. A complaint filed 
yesterday claimed “false and misleading statements and 
omissions" had enabled the two men to sell more than 20 
per cent of their shareholdings at “artificially inflated 
prices". Christopher Parties. Los Angeles 
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Each one wrapped bi sunshine. 
tt*s not dtffioit to see where much of Me on earth draws its 
energy from. That’s why we pbn to be instrumental in placing solar systems 
on one mHon rooftops by the year 207 0. Bringing us much 
doser to reducing the effeco of global warming, 
and helping the earth to breath a Etde easier. 
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Main pro-British party will voice concern on republic’s claim to N Ireland I Chemical !uk news digest 


Irish PM to meet unionist chief 


By John Kampfner, 
Chief Political 
Correspondent 


The government of the 
Republic of Ireland and the 

Ulster Unionist party have 
agreed to meet tomorrow in 
an attempt to break the 
deadlock over the republic's 
future role in Northern 
Ireland and its traditional 
claims to the territory. The 
Ulster Unionists are the larg- 
est pro-British party in 
Northern Ireland. 

The previously un- 
announced meeting is expec- 
ted to take place near Lon- 
don's Heathrow airport, 
where Bertie Ahem, the 
Irish prime minister, is due 
to change planes on his way 
from Dublin to a European 
Union employment s ummi t 
in Luxembourg. 

Mr Ahern's talks with 


Plans For the first dedicated “call centre 
park" in Britain were unveiled yesterday by 
TBI, a property company based in Wales. 
The park will be part of a £lOOm ($169m) 
development at Belfast airport in Northern 
Ireland. TBI owns Belfast international air- 
port Cardiff international in Wales and 
Orlando Sanford in Florida. When TBI 
acquired Belfast International, “we were 
surprised, that industrial development did 
not already exist", said Keith Brooks, chief 
executive of TBI. As well as a call centre 


park, plans for the 1444)00 sq m site include 
the first non-food factory outlet village in 
Northern Ireland. 

TBI said there was "considerable identi- 
fied demand" from the UK for call centres. 
The growing sector currently accounts for 
only 4 per cent of calls made compared with 
40 per emit in the US. 

TBI acquired Belfast International Air- 
pent in 1996 for £100m. It has since invested 

92m in im p rovin g te rminal facili ties and 
has started bnflding a £7m check-in balL 


David Trimble. Ulster Union- 
ist leader, come amid grow- 
ing concern about splits 
among republicans and a 
lack of progress at the t alk s. 

Mr Ahem will use the dis- 
cussion with Mr Trimble as 
a precursor to a planned 
meeting later tomorrow or 
on Friday with Tony Blair, 
the UK prime minister. 

In their first bilateral talks 
since Mr Ahern's election 


victory, Mr Trimble will 
make clear his party’s dissat- 
isfaction with what he sees 
as the Irish government’s 
reluctance to renounce 
articles Two and Three of its 
constitution, expressing 
claims to the whole island of 
Ireland. 

Recent proposals by Irish 
officials to change the word- 
ing were described last night 
by Trimble as “cosmetic". 


"We want simple language 
that will make clear to the 
man on the street that there 
are no more territorial 
claims," Mr Trimble said. 

He will also want to air bis 
reservations about proposals 
- a pivotal part of the nego- 
tiating agenda - to give Dub- 
lin executive powers on sev- 
eral policy issues north of 
the border. 

In a one-hour meeting 


with Mr Blair yesterday, Mr 
Trimble expressed his anxi- 
ety about recent statements 
by senior Sinn F§in figures, 
which cast doubt on their 
commitment to the peace 
process. Sinn Fein is the 
political wing of the Irish 
Republican Army. 

Mr Trimble cited weekend 
comments by Francie Mol- 
Ioy, a Sinn F£in negotiator 
at a meeting of republican 
hardliners as further reason 
for Mr Blair not to receive 
Gerry Adams, Sinn F6in 
president. 

However, aides of the 
prime minister appeared to 
confirm suggestions that a 
meeting with Mr Ad ams 
would take place soon: “It is 
generally accepted that Sinn 
Fein as a party to the talks 
will be treated just the same 
as other parties to the taTine 
process.” 


industry 
agrees to 
cut fossil 
fuel use 


Liffe to move to 


new HQ in 2003 


By Leyte Boulton, 
Environment Correspondent 


Rivals fear Blue Sky 
will herald a storm 


London’s airports 


Q St anste d 


B lue Sky. British Air- 
ways' new low-cost 
airline, has flown into 
an industry squall before its 
aircraft have even begun to 
take ofT. Rivals fear that 
BA's new airline masks a 
plan to destroy them, and 
are preparing to call on 
Europe's competition author- 
ities to investigate the mat- 
ter. In particular, they want 
assurances that BA cannot 
eross-subsidise its offshoot. 

Barbara Cassani. Blue 
Sky’s chief executive, says 
her business case will be 
“squeaky clean". In any 
case, she adds, it makes bet- 
ter business sense to be sep- 
arate from BA. 

“We have a very indepen- 
dent stance. 1 am not turn- 
ing to BA and saying ‘Pro- 
vide a service to me.' I'm in 
a different business, and 
anyway, I probably couldn't 
afford them." she says. 

Quite what the airline can 
afford is still undisclosed, 
but some sketchy details 
have been released. Eight 
aircraft will be leased for the 


BA's new low-cost airline may 
face EU competition inquiry 


first year at a likely cost of 
$25m to S30m: 150 jobs will 
be created and the business 
expects to move into profit 
by its third year. With these 
scraps of information, ana- 
lysts reckon the airline 
could generate between 
£30m ($5lm) and £40m of 
turnover in its first year. 

. That still leaves a lot of 
guesswork to be done. The 
City of London still does not 
know' how much BA is 
investing, how big the initial 
losses will be. or which cities 
it proposes to fly to. 

Analysts who favour the 
p lan say it has the hallmark 
of a pre-emptive, confident 
airline which is acting now 
to prevent a re-run of events 
in the US market. There, 
Southwest Airlines captured 
the Texan market with its 
no-frills concept The large 
US carriers, busy with their 
intercontinental businesses, 
failed to spot the danger. 


leaving Southwest to build 
up a vast cash pile with 
which to pillage their plum 
markets such as California. 

Chris Tarry, at Dresdner 
Kleinwort Benson, also 
approves of BA planting its 
new “flag" at London Stan- 
sted airport to the north-east 
of the capital, g i ven the ever- 
increasing congestion at the 
larger Heathrow and Gat- 
wick airports. 

Rightly or wrongly, BA 
believes that through Blue 
Sky it can enter a fastgrow- 
ing market, with far fatter, 
margins than its short-haul 
flights across Europe, and do 
so without alienating exist- 
ing passengers. 

But for BA’s experiment to 
work, it has to compete on 
costs. It has to achieve ter 
lower airport charges, which 
can amount to more than 10 
per cent of an airline’s total 
costs, and it has to achieve 
higher rates of occupancy. 



The government yesterday 
unveiled a ground-breaking 
agreement with the chemical 
industry to help meet its 
ambitious target for combat- 
ing dimate fHang n. in a vol- 
untary pact with the govern- 
ment, the Chemical 
Industries Association com- 
mitted the sector to a 20 per 
cent cut in fossil fuel con- 
sumption by 2005. 

This is five years ahead of 
a government deadline ter a 
20 per cent cut in the 
nation’s emissions of carbon 
dioxide, the chief greenhouse 
gas associated with global 
wanning. 

The government is refus- 
ing to disclose its strategy 
for impl ementing its domes- 
tic target until after interna- 
tional climate change negoti- 
ations next month in Kyoto. 

Michael Meacher, environ- 
ment minister, said: “Serious 
players in industry recognise 
that not only can significant 
energy savings be made but 
that it is in their own inter- 


The London International Financial Future and Optics 
Exchange (Liffe) said yesterday that it aimed to J° 

its new headquarters near the City of London b> the mid- 
dle of 2003. The announcement came after planning per- 
mission for the building was given by Tower Hamlets hor- 

ough council in the east London. 

The exchange, however, has an option to sell the land 
back to the Corporation of London, the municipal author- 
ity ter the City, if it decides not to go ahead with the proj- 
ect before 2002. The cost of the buddings would be 
between £l50m ($2533m) and £2Q0m in addition to the 
£40m price of the land. Planning permission was delayed 
last month, when the government reviewed the project 
following complaints by local residents and small busi- 
nesses. Samer Iskander 


■ FILM INDUSTRY 

US studio in theme park venture 


Warner Bros, the Hollywood film studio, and United News 
& Medi a, the newspaper and broadcasting group, are con- 
sidering sites in the English Mid lands as possible loca- 
tions for a Warner Bros Movie World Him production stu- 
dio and theme park. 

T he two companies, which already run successful 
Warner Bros Movie World complexes in Germany and 
Austr alia , have been searching for suitable locations in 
the UK for more than two years. Initially, Warner Bros 
executives were eager to ensure that the complex should 
be dose to London and Heathrow airport - making the 
film production studio more attractive and convenient for 
Hollywood stars and production crews. They have since 
found few sites near London that are big enough to meet 
their requirements. Alice Rau'Stham 


Stansted, the home of BA’s low-cost airline, is remote from 
London's biggest airports at Heathrow and Gatwick 


Certainly Stansted. the air- 
port from which Blue Sky 
will fly, wfll be cheaper and 
less congested than either 
Heathrow oar Gatwick. Ana- 
lysts reckon that turnaround 
at such ' regional airports as 
Stansted can be achieved In 
20 mins compared with 45 
mins at Heathrow. As Mrs 
Cassani says: “Aircraft are 
expensive assets to have sit- 
ting on the ground." 

Some query whether a BA- 
owned business is up to the 


job: “Running a no-frills, 
point-to-point carrier Is very 
different from r unning an 
integrated network,” says 
Stephen Clapham of Robert 
Fleming Securities. 

BA says management, 
identity and name will be 
different But say sceptics, if 
BA is not using the power of 
its brand to establish the air- 
line, then it is denying itself 
its strongest asset 


Charis Gresser 


Stock exchange plans price safeguards 


Ely Jean Eagtesham in London 


The London Stock Exchange plans 
urgent action to stop small investors 
unwittingly buying and selling 
shares at “sucker prices" rather 
than reasonably competitive ones. 

The problem stems from t be 
exchange's electronic order book, 
introduced four weeks ago, which 
matches buy and sell orders auto- 


matically. rather than dealing 
through marketmakers who quote 
prices. 

However, few orders are being 
placed in the first hoar of trading 
from 08h30. This causes wide 
spreads between buying and selling 
prices in the period when cheap exe- 
cution-only stockbrokers, such as 
Sharelink and City Deal, are execut- 
ing orders placed the previous even- 


ing or soon after opening. 

The result is that investors buying 
or selling shares are losing up to 15 
pa- cent compared with the prices 
they aiuld have secured by doing 
the deal an hour or so later when 
order book prices have settled down. 

The exchange aims to Introduce a 
“special period rule" - from 08h30 to 
Q9h3G London time - to allow execu- 
tion-only brokers to delay dealing in 


a stock trading on an abnormally 
high spread rather than putting 
orders through irrespective of price. 

“Brokers would not have a duty to 
wait [before dealing], because in 
some cases investors might get good 
deals [on wide spreads] but they 
would have to make it quite dear to 
clients that thi« option exists", said 
Martin Wheatley, head of markets 
development at the exchange. 


The agreement would lead 
to annual savings of between 
asm tonnes and 1m tonnes 
of carbon dioxide compared 
with the 36m tonnes saving 
required by the govern- 
ment’s target for. the country 
as a whole. 

Mr Meacher also warned 
the car industry that it 
might face the less palatable 
alternative of regulation 
unless it was more ambi- 
tious in negotiating with the 
European Union a voluntary 
agreement to promote more 
energy-efficient vehicles. 

Meanwhile. John Prescott, 
deputy prime minister and 
chiqf environment minister , 
held out hope that any deal 
readied at Kyoto could sur- 
vive big riitTurmnwi between 
the US and developing coun- 
tries. The US Senate has 
warned it wfll not ratify any 
greenhouse gas reductions 
that are not mirrored by 
emission cuts for developing 
countries. 

But Mr Prescott said the 
fact that the US would not 
have to submit an agree- 
ment for ratification to Con- 
gress for at least two years 
gave industrialised countries 
a "window of credibility” to 
persuade developing nations 
to follow suit 

“We need to show the col- 
our of our money first" he 
said. Tomorrow he resumes 
efforts to help the US and 
Japan broker a deal by fly- 
ing first to India and then 
New Zealand and Australia. 


■ PUBLIC SECTOR BORROWING 

Government repays S9.6bn 


-j. :-_n The government was able 

r*® 1 ...... to repay £5.66bn i$9-56bn) 

iiStei-/:.-. ' , •' r ’ \ ' of borrowing in October 
y-~p as buoyant consumer 

y ;• •' i*"**-- y ' spending and business 

‘ -fj y ‘. fl activity provided a silver 

-.‘W/ ... lining to last week's cloud 

f • ■ '-rcjjjiy. - vVj- of higher inflation and a 
• rri — •' further rise in interest 

j 1'. . x .?.* * ?yL.- rates. Last month's sur- 

: : v; , • Jo* plus was £lbn higher 

- T than the £43bn repay- 

Jx ■HITBEP HI ment to October 1996. 
if 5 \ October’s surplus caused 

' the Public Sector Borrow- 

- t '. ing Requirement to fall to 

: ~ -T ; just £2.6bn for the year to 
'eiw ate • ' /: & ■ : - : ; v s V . date, a substantial 

• ••• improvement on the 

£11.2bn reached this timp last year. With the UK economy 
operating at abovefrend growth and headline unemploy- 
ment falling to its lowest level in 17 years. Inland Reve- 
nue receipts soared by £16.4bn last month, an increase of 
£2bn compared with the previous year. Richard Adorns 


iser-eer 'V, 




PENSIONS MIS-SELUNG 


More sanctions on companies 


Companies that fail to resolve their pensions mis -selling 
cases on time risk bang excluded from involvement in 
the government's proposed “stakeholder" pensions for 
people in intermittent employment, the government 
announced yesterday. 

Other sanctions would lead to individual directors 
being fined and expelled, companies having to advertise 
their misconduct, and - in extreme cases - companies 
being put out of business. The tough measures were out- 
lined by Helen Liddell, economic secretary to the Trea- 
sury, in a new crackdown on laggards. 

She called the debacle, which she said would cost the 
industry more than £2bn ($338bn) to clear up, “possibly 
the most extensive scandal ever seen in our financial ser- 
vices industry". Christopher Rroum-Humes 


Following the positive overall development in the first half of 1997, the VEBA Group was able to 
strengthen its upward trend in the third quartet 




rami 
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Sales from January through September 1997 increased OUTLOOK 

almost 10% to DM 60.7 billion year on year. Pretax m- We are confident of bang able to match the level of 
come rose 1L2% to DM 2^95 million. earnings growth achieved in the firet nine months for 

the year as a whole. 




Group Highlights 


Jan. 1 -Sep. 30 
1996 


Jan.1-Sep.30 

1997 


Change 




Sales DM in millions 

Pretax Income DM in millions 

Consolidated Net Income DM fn millions 

Investments- DM hi millions 

Personnel 3% 1898/Sep. 30,1997) 


55310 

2,513 

7.227 

3.690 

123391 . 


8BJ71 

2.795 

1380 

4,163 

130388 


+ a 3% 
+ 11 . 2 % 
+ 12 . 5 % 
+ 123 % 
+ 5 . 4 % 


EARNINGS DEVELOPMENT 




Earnings growth primarily stemmed from high growth 
rales posted by Oil and Tiading/Transporlation/SerriCKS- 
The Electricity Division once again matched the previous 
year’s very high level of earnings. By contrast. Chemicals 
reported earnings markedly below the result posted a 
year earlier especially due to the sharp decline in opera- 
ting earnings in the silicon wafer business. As anticipa- 
ted, the r Mecomm\mlcaiions Division dosed the period 
with a loss. 


For further information, please contact us for a copy of 
our Interim Report at VEBA AG. Corporate Communi- 
cattani Bennigsenplatz 1, D-40474 Dussektorf, Phone: 

+449-211- 4579600,- Fax: ++49-211-4579-532; Internet 
wwwjvebaxora 
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NEWS: UK 


Big property 
sale planned 
by Duke of 
Westminster 


By Nonna Cohen, 
Property Correspondent 


Grosvenor Estate Holdings, 
the property business of the 
Duke of Westminster and his 
family, is for the first tiiw» 
offering to sell a portfolio of 
properties located at some of 
London’s grandest addresses 
in Belgravia and Mayfair. 

The company, which is 
hoping to raise more «ia y 
£50m ($84Jjm) from the sale, 
says it intends to use the 
proceeds to further diversify 
its property holdings outside 
the UK, mainly in mainland 
Europe and South East Asia. 
Funds will also be used to 
refurbish some of the 
remaining properties. 

Grosvenor said the com- 
pany was selling “because 
we have got various ways in 
which we want to rebalance 
the portfolio". However, the 
company views its central 
London estate as the core of 
its property investments. 

Grosvenor wants to 
expand its European prop- 
erty investments and plans 
to open an office in Paris 
where property is viewed as 
exhibiting the early stages of 
a recovery. 

The asking price works 
out at £210 per square foot 
and Grosvenor is «w>kTng a 
single buyer for the portfo- 
lio. The portfolio covers 18 
p roper ty lots with 50 tenants 
producing an annual rental 
income of £3.47m., .Three- 
quarters of the properties 
are in Mayfair with the 
remainder in Belgravia. 

Some 237,000 square feet of 
property are up for sale and 
there is refurbishment 
potential for two vacant 
properties, one of which is at 
Berkeley Square, where 
quoted rents per square foot 
are about the highest in Lon- 
don. The other vacant prop- 
erty is located at Green 
Street 

Other properties for sale 


Property company annual 
reports and accounts have 
improved greatly in recent 
years, our Property Corre- 
spondent writes, but still 
fall short of providing the 
information that sharehold- 
ers most want to know, a 
leading UK institutional 
inve s tor said yesterday. 

Alastair Ross Goobey, 
chief executive of Hermes 
Pensions Mana geme nt and 
the newly a ppointed chair- 
man of the BIX) Stay Hay- 
ward Property Accounts 
Awards Panel, made his 
remarks while announcing 
the 1997 award winners. 

“Today investors like to 
know the stru c tur e of the 
income and borrowings 
within a company, and are 
less likely to be influenced 
by photographs of the most 
beautiful investments,” he 
said. 

Institutional investors, 
lenders and property com-; 
pany analysts have long 
been critical of sector 
accounts, partly because val- 
uations have not occurred 
with sufficient frequency 
and ^dependence. 


are located In similarly pres- 
tigious addresses associated 
with the Duke of Westmin- 
ster’s traditional family 
holdings including Gros- 
venor Crescent, Grosvenor 
Gardens, Grosvenor Place 
and Grosvenor Street Office 
properties predominate but 
there are significant retail 
and residential sites as welL 
Just over half the proper- 
ties are currently on leases 
earning so-caUed reversion- 
ary rents - rents agreed dur- 
ing the trough of the prop- 
erty market and likely to be 
raised significantly at the 
next rent review - while 86 
per cent of the properties are 
rented at abovemarket rales 
offering little growth poten- 
tiaL 


Social survey shows uncertain nation lacking faith in traditional political solutions 
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Thatcher legacy is found to be fading 


By Simon Bucfcby, 

Socori Aftami Correspondent 


The free-market values associated 
with Thatcherism seem to have had 
little lasting impact on the way Brit- 
ons think and behave, this year’s 
British Social Attitudes Survey 
shows. The report "finds little evi- 
dence that Thatcher’s revolution 
ever took place”. 

The Conservative party was in 
power for 18 years until it was 
ousted by the Labour pa r t y in the 
May general election this year. Mar- 
garet Thatcher, now Baroness 
Thatcher, was prime minister far th«» 
first li of the 18 years. 

The annual snapshot of how the 
British public see their world reveals 
an wnnPTteln nation, lacking faith in 
traditional politics as a means to cre- 
ate a better quality of life. 

The study suggests that people 
bom in the 1960s but reaching adult- 
hood in the 1980s and 1990s - fre- 
quently referred to as "Thatcher’s 
Children" - are the least likely to 
agree with the prevailing political 


views erf recent Conservative govern- 
ments, which included widespread 
privatisation of state industries fmd 
reductions in the powers of trade 
unions. 

In fact 43 per cent of such people 
identify with Labour and only 23 per 
cent with the Conservatives. Fur- 
ther, 90 per cent of them believe the 
gap between rich and poor in Britain 
is too wide. 

Labour party values are also 
shared by more of those growing up 
in the 1960s - 45 per cent a gains t 25 
per Cent — anil fhrvgn niatnring tn the 
immediate post-war years - 40 per 
cent against 33 per emit Conserva- 
tive values seem to be most deeply 
rooted only among the pre-war gen- 
eration, where they lead by 38 per 
cent against 35 per cent 

Attitudes to the monarchy have 
shifted noticeably over the 14 years 
in which the survey has been con- 
ducted. In 1983, almost two-thirds 
regarded it as "very important" but 
by 1996 that view was held by only 
one-third of the population. Signifi- 
cantly, only one in five people under 


the age of 30 take this view. 

Compared with many other Euro- 
peans, Britons have "always been 
rather sceptical about the extent to 
which their political system is capa- 
ble of delivering the goods", the 
study says. Yet since 1987, repeated 
surveys have observed thin scepti- 
cism ftiiiap«A into a lack of trust in 
politicians. 

Today’s survey argues that by 1996 
fewer than one in four people 
trusted governments to put the 
national interest ahftad of their party 
because of the experience of "politi- 
cal events such as sleaze". 

Last year, over a quarter of the 
population strongly agreed that 
political parties and MPs were out of 
touch with the needs of the elector- 
ate, an increase of more than 10 per 
cent in the past 10 years. 

In spite of tills collapse of trust in 
politicians, the study reveals "rela- 
tively high levels of self-confidence 
in ability to participate effectively in 
politics". Less than a quarter of 
people believe they have no say in 
what the government does - a very 


similar level to that of ten years ago. 

Frustration with traditional 
politics combined with a personal 
desire to make an impact on events, 
the study suggests, are the classic 
conditions for unconventional 
political behaviour. For example, 
there is evidence of growing 
tolerance of road protests by 

enviTn rmrantntiq ta 

There is evidence throughout this 
year’s report that people are anxious 
about the quality of their lives. The 
primary public policy concern for 
the vast majority is health. There is 
a clear relationship between 
dissatisfaction with the state health 
service and willingness to invest 
more in it - even when people are 
told their taxes would have to rise to 
pay for it 

There seems to be a far greater 
reluctance to take action to protect 
the environment. For instance, the 
survey exposes tbe transport 
paradox that many individuals want 
fewer cars on the road, but only so 
they themselves can drive in less 
congested and polluted traffic. 


Employees seek greater say in workplace 


British workers want a greater say 
in their workplace, our Employment 
Editor writes. That desire is a 
response to what they see as a “dete- 
rioration in employment relations, 
managerial performance, job secu- 
rity and their involvement in ded- 
si pn-mfl ktn g **, thp survey says. 

"Tackling these i«nip« will require 
concerted effort and new thinking 
from thp gn vpr n mAnt in collabora- 


tion with the trade unions and 
employers," it argues. The percent- 
age of people believing that the 
irninna have “too much power" have 
fallen from 54 per cent in 1985, the 
peak of Margaret Thatcher’s 
reforms, to 15 per cent by 1996. 

The study suggests unions “need 
to do more to pursue employees' 
demand for a greater say in the 
workplace" and this may have to be 


achieved through the development 
of new consultative structures such 
as Buropean-style works councils. 

The survey found continuing 
strong employee commitment to 
wart Only 30 per cent of those sur- 
veyed agreed they would not bother 
to work if they received a reasonable 
income and two-thirds disagreed 
with the view that "work is just a 
means of naming a living". 


Evidence of worker discontent 
with workplace governance is hard 
to find. Only 20 per cent last year 
said their relations with manage- 
ment were "not very” or "not at all 
good” and 22 per cent that their 
workplace was "not well managed". 
On the other hand. 62 per cent 
believed "management will always 
try to get the better of employees if 
it gets the chance". 


London 
upturn ‘is 
greater 
than that 
of 1980s’ 


By Brian Groom in London 


London is in the throes of a 
development upturn greater 
than that of the l9S0s. with 
arts, heritage, sport and lei- 
sure projects worth £5.6bn 
iS9.46bm planned or under- 
way. according to a new sur- 
vey. 

London First, the business 
campaign group, says the 
total of investments has 
grown by 22 per cent, or 
£lbn, in just eight months 
since its last survey. Projects 
funded by money raised 
through tbe National Lot- 
tery account for £2.6bu of 
the Intul, while non-lottery 
investments add up to £3bn. 

London First hopes the 
fact that the developments 
arc spread over a wider area 
and more sectors than in tbe 
198 (js will prevent the econ- 
omy from overheating, but 
warns', "in some areas, par- 
ticularly where develop- 
ments do not have their own 
unique selling point, it may 
mean high levels of bank- 
ruptcy when we encounter 
another downturn." 

Launching the report, 
entitled London - The 
Millennium City n, Chris 
Smith, the chief culture min- 
ister. said: “London finds 
itself in an enviable position 
among cities. It has a wealth 
of creative talent, born or 
creative and social diversity, 
and a benign economic cli- 
mate.” 

Tbe report raises concerns. 
Some major projects have 
still to find sites. Shortages 
of skilled labour in the con- 
struction industry are 
becoming more acute and 
could lead to wage inflation, 
especially as deadlines 
approach. 

Many projects have started 
before all tbe necessary 
funds have been secured, 
raising the possibility that 
London will be scarred with 
half-finished developments. 
Above all. the Underground 
railway is suffering from 
lack of funds and has a 
£l.2bn investment backlog. 



Only Alitalia takes you to Milan directly from London City Airport. 


We’re doing everything we can to help you save time. 
Now, if you’re flying from London to Milan, you can rely 
on the great convenience of London City Airport, the airport 
on the Thames just a few minutes from the center of London. 

At London City, everything is quicker: no queues., no 
waiting. It only takes fifteen minutes for your departure 


LONDON CITY - MIIANO LINATE 
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IS 

MILANO LINATE - LONDON CITY 




Flights operated Monday to Friday by Azzurra Air 


and, on your return, just few minutes to leave the airport 
from the moment you land. In no time at ail you’re back 
in the center of London. 

With these new flights from London City .Airport, there 
are now 9 Alitalia services from London to Milan ever) 1 day 
of the working week. Only Alitalia can offer you so much. 
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INFORMATION TECHNOLOGY 


Nicholas Denton • Comdex report 

Computers in disguise 


B ill Gates, the chair- 
man of Microsoft, 
may love his per- 
sonal computer: he 
kicked off this week's Com- 
dex computer trade show 
with a list of 10 reasons why 
he did. But with PC penetra- 
tion stalled at about 42 per 
cent of US households, 
according to the latest study, 
the computer industry is 
morphing the form of its 
products in search of a 
broader market. 

Hence some of the prod- 
ucts that attracted the most 
interest in the cavernous 
halls of the annual Las 
Vegas computer fair a net- 
work car, a television set 
with built-in internet access 
and a digital dictating 
machine among others. Bach 
product relies on a personal 
computer either contained 
within or connected through 
a network. 

The emergence of these 
products can be seen as the 
ultimate triumph of the PC 
over dumber appliances. 
However, even if these 
devices are part of the PC 
family, they bear little physi- 
cal resemblance to their 
ancestor: the desktop com- 
puter which, operated 
largely by Microsoft's soft- 
ware, is so much the object 
of Mr Gates' affection. 

Microsoft is well hedged 
against this development as 
well as unveiling an 
improved version of its Win- 
dows CE operating system 
for hand-held computers at 
Comdex, the company's 
WebTV subsidiary will this 
week begin selling a keenly- 
awaited device to bring 
internet access to television 
sets. 

Meanwhile, new software 
from Microsoft called Hydra 
allows large server comput- 
ers to co-ordinate the cheap 
terminals announced at 
Comdex by several manufac- 
turers such Network Com- 
puting Devices. 

Moreover, the challenge 
from the network computers 
backed by Microsoft’s rival, 
Oracle - the lean internet 
terminals which were the 
focus of last year's Comdex 
- appears to have ebbed, 
judging by the paucity of 
exhibits this year. 

And the desktop computer, 
the traditional bastion for 
Microsoft's software, contin- 
ues to progress. 

A company called Immer- 
sion. for instance, displayed 
a new mouse that pushes 
back at users to give them 
the ability, not just to point 
and click, but to touch. 

Nevertheless, even as 
Microsoft's Windows soft- 
ware becomes the uncon- 
tested standard for operating 
the basic functions of desk- 
top computers, new devices 
ore appearing for which the 
operating system may not be 
suited. The best example Is 
the personal organiser. 
Despite Microsoft's attempt 
to provide the standard oper- 
ating system for these 
devices, the Palm Pilot from 
3Com, which uses its own 
proprietary’ software, has 
outsold all the Windows CE 
devices combined by a ratio 
of two to one. 

Another new category of 
PC emerged at this year’s 
Comdex: what some call the 
ultra-ultra-portable, skinny 
laptops operated not by Win- 
dows but by Windows CE, 
The PC bas mutated in 
other ways too. International 
Business Machines, as well 
as launching a dictation 
machine with Olympus con- 


Sales-hungry PC makers are 
using their technology to 
enhance other products 



Comdex theme: the PC must ‘become more appRance-fiks’ 


figured to download record- 
ings into its voice recogni- 
tion application, unveiled 
what it called a “Network 


Vehicle." The car, developed 
together with Delco Elec- 
tronics, Netscape Communi- 
cations and Sun Microsys- 


tems, accesses the internet 
through a satellite connec- 
tion and projects maps and 
vehicle information indica- 
tors on to the windscreen. 

And, in an address to the 
Comdex conference. Bckhar d 
Pfeiffer, chief executive of 
computer manufacturer 
Compaq, described lus vision 
of a home with electronic 
commerce devices in the 
kitchen, video-conferencing 
terminals, and infotainment 
consoles in the living room, 
all tied together with a 
cheap but powerful “home 
server" computer. 

Mr Pfeiffer said: “The PC 
Is too complex and imposing 
for many customers. For the 
market to keep growing, the 
PC has got to become more 
appliance-like." 

The computer industry 
has engaged in earlier bouts 
of enthusiasm for informa- 
tion appliances and pen com- 
puters, notions which 
Inspired ventures such as 
Zhba and Go, without many 
viable products being real- 
ised. 

The attention devoted to 
these variants of the PC may 
have something to do with 
the relative dearth of 
enhancements to desktop 
computers at Comdex, which 
has left commentators strug- 
gling in their annual task of 
defining the theme for the 
event 

Nevertheless, this confu- 
sion does itself suggest one 
possible conclusion. The per- 
sonal computer, as it 
becomes truly ubiquitous, is 
splintering into a range of 
devices, mutating in some 
cases beyond recognition, 
which may help techno- 
phobic consumers to find, 
like B01 Gates, a few things 
to love. 


Touch-screen service 


A ustralian shoppers 
visiting malls can' 
arrange their mort- 
gages, talk to life insurers, 
pay their credit card bills or 
even buy a house - all at 
the touch of a button. 

A touch-screen system 
called Fastway, which the 
makers claim Is the world’s 
first multifunction elec- 
tronic commerce system, 
has been launched with the 
installation of interactive 
terminals in shopping cen- 
tres in Australia. 

The terminals have been 
developed by Fastway 
Electronic Commerce, an 
Australian company that 
hopes to list its Shares in 
Australia in January, 
followed by a Nasdaq listing 
later next year. 

The touch-screen system 
offers products from 
financial services companies 
sneb as Macquarie Bank, 
American Express and New 
Zealand Insurance, as well 
as an estate agent. 

A video facility allows 
users to talk directly with 
the companies by dialling 
via the screen and speaking 
through the attached 
telephone handset 
They can receive printouts 
sneb as pre-approvals for 
mortgages. The video link 
also allows, for example, 
prospective house buyers to 
look at the properties on 
offer onscreen. 

The software, which uses 
64-bit technology, took 
two-and-a-balf years to 
develop and offers images of 
near-broadcast quality. 


Colin Hendrick, chief 
executive of Fastway, says 
such facilities give the 
system an advantage over 
the internet. Downloading is 
almost instant and the 
service guarantees greater 
security and interaction. By 
placing the system in 
shopping malls. Fastway 
reaches beyond computer 
owners. “We see this as 
having more immediate 
access to tile mass market 
than the internet" 

He foresees the system 
being able to sell 
entertainment tickets and 
hopes that a link with the 
Australian Stock Exchange 
wfil soon allow customers to 
trade shares. 

The terminals have been 
on trial since February and 
Fastway plans to install 100 
units at 31 sites across the 
country. It also proposes to 
install a network of about 
500 terminals in the US in 
tile next 18 months, and is 
holding talks about sites in 
Shanghai, Hong Kong and 
Kuala Lumpur. 

Each terminal costs about 
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AS40.000 (£16,383) in 

Australia. Fastway does not 
charge service providers far 
being included on the 
system, taking instead a 
percentage of the fmanriai 
transactions that are 
conducted on it. 

Other services to be added 
shortly include the facility 
to pay utility bills direct 
Bum bank accounts, credit 
cards or smartcards, car 
purchases and job searches 
through an appointments 
noticeboard. Mr Hendrick 
says the video conference 
facility will allow job 
seekers to have their 
interviews directly on the 
system. The system can also 
carry street directories and 
entertainment listings. 

The company has 
experienced one teething 
problem - children. School 
holidays and afternoons see 
the greatest number of 
nuisance calls, says Mr 
Hendrick. 

However, he says: “While 
children are a problem, they 
are also our greatest 
advertisers.” Children 
playing on the system will 
tell their parents of 
everything it offers and 
point them towards it when 
they visit themall. - 

The security checks mean 
there is no danger of 
parents finding they are 
suddenly the owners of a 
five-bedroom bouse with 
swimming pool, he says. ■ 


Elizabeth 

Robinson 
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Grey compliance area 




Bland assurances from IT suppliers can be 
dangerously misleading 


A ll kinds of 

organisations are 
avidly seeking 
assurances of compliance 
from their IT suppliers, hut 
many are laying themselves 
open to serious 
misunderstandings when 
they do so. Bland assurances 
of compliance can be 
downright dangerously 
misleading . 

For instance, assurances 
of compliance have been 
given by some suppliers, 
generally electronically and 
thus ephemerally, and 
subsequently withdrawn. 
Even substantiated 
assurances are of limited 
relevance, as are compliance 
definitions. 

The latter are as long as a 
piece of string. At one end Is 
the idea that software is 
compliant if it can be used 
in a way that will not cause 
century date-change 
problems. It may, and 
probably does, have 
facilities within it that could 
make the software 


non-com pliant, but if 
businesses are aware of all 
the traps and avoid them 
they can nse the software in 
a compliant manne r. 

At the other end is the 
notion that the software will 
actively prevent people 
using it in a way that causes 
compliance problems. Short 
of changing the code 
supplied, companies can set 
their most naive users and 
most creative programmers 
loose and still be safe. 

Between these extremes 
there is a large grey ares, 
and without farther 
questions, it is impossible to 
know to which shade of grey 
any assurance of compliance 
applies. The usual defence 
against this is to resort to a 
definition of compliance, 
such as BSE PD2000-1 from 
the UK’s Bri tish Standards 
Institution. That is useful as 
a common basis for 
discussion but does not 
allow any Inferences about 
use of the software; it 
cannot because potential 
uses are too various. 


An analogy can be made 
between software 
compliance and a certificate 
of roadworthiness for a 
vehicle, with programmers/ 
asms as drivers. 

The certificate indicates 
that the vehicle will not 
endanger the driver or 
passengers. 

But it makes no assertions 
on the competence of the 
driver, of other cars and 
drivers or an road 
conditions. 

Similarly, businesses can 
make no assumptions on the 
basis of even a substantiated 
claim of compliance that the 
software will operate 
without Year 2000 errors in 
the hands of their own 
programmers, in association 
with other software and 
programmers or with other 
IT platforms. 

Businesses most 
understand this if they are 
to avoid making wrong 
assumptions on the basis of 
c omp liance claims. 

Above all, they umst not 
presume that compliance in 


itself resolves all IT 
problems. 

So, what should 
businesses do? The short 
answer is that they must 
understand precisely what 
the supplier means by 
compliance in the case of 
every piece of software and 
every platform they use. 

A general definition is a 
good basis to start from but 
a lot more detail will be 
needed to sort out how 
effectively software and 
platforms, compliant to 
different definitions, will 
work together. 

This work can only be 
done by a specifically 
contracted agency. 

A good starting point, for 
those with access to the 
internet, is the 
U7imo.webkno.co.uk website, 
which includes information 
on compliance. 


Ian Hugo is a member of the 
executive of Taskforce 2000 in 
the UK and editor of 
Millennium Watch, the 
newsletter which it sponsors. 
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Microsoft moan 


Elsewhere In tbe world 
people may be talking about 
tbe gyrations of tbe stock 
market, Asian c urrencies or 
the Middle East but here in 
the Silicon Valley, Microsoft 
is topic number one. 

Is tbe “Redmond gang" a 
b unch of bullies who should 
be curbed by the US Justice 
Department antitrust squad 
or a “national treasure" 
that the government should 
leave well alone? 

There is no middle ground 
in these debates. To Micro- 
soft’s competitors it is tbe 
evil empire, while Microsoft 
collaborators - and there 
are many of them, although 
they have bear less vocal - 
see the world through rose- 
tinted windows. Amid all 
the rhetoric, one important 
constituency has had no 
voice. Individual personal 
computer users may well 
wonder if they will be win- 
ners or losers when an the 
ahoating dies down. 

If the Justice Department 
has its way, Microsoft might 
no longer be allowed to offer 
its Internet Explorer 
browser program as a free 
adjunct to Windows. Users 
may have to pay for the 
software and install it sepa- 
rately. It is difficult to see 
how this could be to the 
Immediate advantage of 
consumers, but a n t i trust 
experts remind us that the 
principles of fair competi- 
tion are at stake. Microsoft’s 
tough tactics in the 
“browser wars" have taken 
the wind out of Netscape’s 
sails and could eventually, 
perhaps, submerge the 
internet software pioneer. 
The Justice Department 
wants to preserve competi- 
tion in these waters. 

But, from the perspective 
of an individual PC user, 
Netscape is already taking a 
different tanlc. The company 
is focusing most of its 
efforts cm users of corporate 
intranets and extranets, 
rather tha-n consumers. 

Contrary to popular opin- 
ion, Netscape's software is 
not free. Individual users 
must pay $49 for the latest 


Individual PC users may well wonder if they will be 
winners or losers when all the shouting dies down 

Electronics Association’s 


Netscape Communicator 
program and more if they 
want support and upgrades. 
Even if you are wining to 
pay tins premium, there can 
be problems. When I tried to 
buy the Netscape software, 
a glitch is the online pur- 
chase system prevented me 
downloading the program. It 
took 10 days to sort out tbe 
problem. In the meantime, I 
downloaded Microsoft’s IE 
A0 for free. 

I thi nk of Netscape as the 
cyber comer shop threat- 
ened by competition from a 
supermarket chain store. 
Netscape has built up a reg- 
ular, loyal clientele of mil- 
lions of PC users. So long as 
ft provides superior service 
and convenience, customers 
will keep coming back - 
even if its prices are a little 
higher. But if the shop 
closes early, or does not 
pamper its customers, they 
will go elsewhere. 2s that 
fair? Perhaps not, but it is 
the way the market works. 
Once the supermarket is 
built, the comer shop mast 
adapt. Instead, Netscape is 
bent on protesting about tbe 
s u permarket’s incursions on 
its territory- Even with the 
Justice Department on its 
side, Netscape is fighting a 
losing battle. 


IBM. Netscape. Sun Micro- 
systems and Delco have 


The Network 
Vehicle 
says more 
about the 
lifestyles of 
Silicon Valley 
techies than 
future market 
trends 


joined forces to create a 
Network Vehicle of Tomor- 
row. displayed at the giant 
Comdex show in Las Vegas 
this week (see main article 
an this page). 

The idea is to enable com- 
muters to use their time 
better. Drivers can verbally 
request and listen to e-mail 
messages being read out 
loud. They can dictate 
memos and electronically 
distribute them, request 
sports semes or music, or 
ask for directions to a spe- 
cific location. 

All this while keeping 
their eyes, if not their 
minds, on the road. 

The car was a show stop- 
per in Las Vegas, but it says 
more about the lifestyles of 
Silicon Valley techies than 
future market trends. 

To find affordable hous- 
ing, many of the region's 
engineers and programmers 
five long distances from 
their places of work. Most 
commute alone for an hour 
or more on increasingly 
congested highways. Being 
“offline" - or disconnected 
from the internet - is the 
biggest frustration they face 
while stuck in traffic. 

The rest of us may be 
happy to while away our 
commute hours listening to 
a local radio station or mak- 
ing phone calls, but for true 
digital citizens it is painful 
to be disconnected for so 
long. 

Their e-mail. I have to 
assume, is a lot more com- 
pelling than mine. 


We all know what they say 
about statistics. Much of the 
data concerning the size 
and rate of growth of high- 
tech markets is, to put it 
politely, optimistic. Often, 
the groups publishing the 
figures have a vested inter- 
est in providing a positive 
view of a particular market 
segment. In other cases, 
industry studies use statis- 
tics selectively to prove a 
point 

In contrast the American 


new Cybernation report 
published this week, 
f wunD.aeanet.org ) takes a 
deliberately conservative 
approach. 

“Our guiding principle 
was ‘when in doubt, leave it 
out’," says Bill Arcbey. pres- 
ident and chief executive. 
Thus products made in the 
overseas plants of US com 
parries are not included in 

export data, nor are trans- 
fers of software to foreign 
customers ovar computer 
networks - although these 
arc valid export sales, they 
are difficult to quantify. 

For sure, the AEA has an 
agenda. The industry trade 
group believes that law- 
makers and regulators are 
woefully ill-informed about 
the size and economic 
importance of high-tech. It 
has produced the Cyberna- 
tion study to provide them 
with reliable and compre- 
hensive industry data. The 
report is a mine of informa- 
tion useful to anyone with 
an interest in the industry 
or bread economic treads. 

Tbe study shows, for 
example, that the European 
Union is still by for the big- 
gest export market for US 
high-tech producers, despite 
the industry’s current 
obsession with Asian mar- 
kets. The second-largest 
export market’ is Canada. 

A few more AEA facts: 
the US high-tech industry 
was the single 1 biggest 
industry in the US in 1996, 
based on factory shipments 
and sendees revenues. The 
US exported SlSObn in elec- 
tronics products in 1996, 
malting high-tech the coun- 
try’s leading goods exporter 
ahead of all types of trans- 
portation products - from 
cars to aircraft. High-tech 
exports nearly doubled 
between 1990 and 1996 from 
$77bn to $l50biL * 


Share .your views in the 
Eagle Eye discussion group 
on the FT web site 
(unow.FT.com) or contact 
Louise Kehoe by e-mail on 
louisetaiFT.com 



Get personal with the latest in video 
communication software 


CMM enables you to bring enal afire by seating b^h qiaBty. 
personafised video massages. And even your Grandma yM kMc 
that hfs the most eaciting and Active way at teeping in touch. 

Afl you have to do Is record your message, drag dm video 
file onto your etna!, and send It as an attachment. CneMaS 
produces Ngfi quafity video and audio urp to 1 5 frames per 
second, then automatically compresses ft into any fifes. 

Oiemofl Is a software-only application dot works wfch 
all major video cameras and capture cards, afl network 
and internet email services and aD major applications that 
support Be attachments. 

QneMali Is so easy to use. you can do It standing on your 
head, just ask Grandma, who even on a pension can afford 
it at just £7199*. 


va&s 32 brings five, full colour video conferencing to your 
desktop, enabling you to talk face-co4ace with pepol* 
anywhere in die world! 

Combine VidGaB 32 with Microsoft NerffeetingS and you 
tan even exchange fifes or work on the same document 
senuhaneously while you talk. Uk* OneMofl. VMCatt 32 is 2 
wfowMnly application which requires no spedal 

etpdpment, AH you need is a video camera connected to your 

PC and a Bnk to the Internet. Intranet, LAN, WAN. ISDN, or 
dfrwt dBal modem-to-modenw 

Thanks to VWGafl 32. videoconferencing can be a seamless 
pareof your working life, it’s * «By „ xaR6tl& „ ^ 

the same office. And It’s available NOW at £199.99* 
” just don t let Grandma in on the secret. 



Baraka Intracoin (UK) Ltd 

T: 0171-937 8066 F: OI71-795 6512 
www. baraka-fntracom.com 


Baraka IrrtraCom 

Vision fn communications 
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Theatreland sports a different outlook 

Brendan Lemon finds the theatres of 42nd Street are being modernised to offer visitors a better service - for a price 


W hen the United 
States Tennis 
Federation 

opened Its 
stadium in New 
York City, jnstrn time for the US 
Open, the beauty of He 
retro-brick architecture was 
eclipsed by criticism about the 
luxury boxes occupying the 
facility’s most coveted levels, 
forcing many long-trine ticket 
holders out of their 

locations. 

But the grousing died down 
quickly; the federation was 
merely following a familiar 
American sports trend, in which 
team owners constructed 
amenity-laden enclaves to 

iru m i mh iA prnF ft c 

In today's business parlance, 
this is known as product 
differentiation. Yon increase 
business not by raising prices 
and alienating the average 
consumer but by aflam e features 


to attract the upper-income 
buyer - at a surcharge. 

It is a wonder that the 
commercial theatre has never 
adopted such thinking . Except 
far the occasional show about 
felines or a phantom, profit 
margins in this sector of the 
enter tainm ent business are 
notoriously small. Now. 
however, the concept of a luxury 
box is crossing over from 
America's sports to Shakespeare. 
In December, Ragtime: the 
Musical begins performances at 
New York’s new Ford Center for 
the Performing Arts - one of the 


Broadway theatre district by 
renovating the once glorious 
show palaces along 42nd Street, 
fifty tickets a perfor man ce, at 
9125 each, wSl be sold as “YIP - 
suite service". (The average price 
for good seats on Broadway is 
about $75). This service will . 
include prime seats in the stalls 


and the use of a private suite 
below the theatre’s lobby, where 
ticket holders may leave coats, 
enjoy complimentary cocktails 
and use queue-free restrooms. 

Garth Drabinsky. chairman of 
the theatre's Toronto-based 
developer Livent, has 
incorporated the concept . 
successfully in some of his 
Canadian theatres. Early sales 
indicate U wm be equally 
attracti ve in New York. 

How to explain Litis rush far 
the royal enclosure? Some 
patrons, Mr Drahinsky answers, 
will always prefer to fly first 
class. They want an evening out 
that is “complete, from the 
moment they walk in to the 
moment they leave". The only 
reason, he continues, that the 
theatre has taken so long to 
learn from the sports world is 
tfm+ space Hmf+ afr fonff at 
Broadway houses, many of 
which were built a century ago. 


have prevented the provision of 
a pampered environment. 

Why, then, have other 
companies renovating 42nd 
Street theatres decided not to 
embrace the concept? “The 
reasoning is partly 
philosophical,” says Chris 

B one au. of the New Amsterdam 
Theatre which recently reopened 
after a renovation by its owner 
Disney. It will soon begin 
performances of Its first 
fully-fledged stage show, a live 
version of The Idem King. “It is 
dangerous to create a perception 
at theatre as something elitist, 
tike opera," Mr Boneau adds. 
“Such an Image puts a lot more 
pressure on a show to be 
life-changing rather than merely 
enjoyable." 

Others, however, have argued 
that Broadway ticket prices have 
long been out of reach to the 
average citizen. They say the 
advent of VIP services, like the 


private suites available to valued 
patrons at many opera houses, 
only confirms that fact. And 
aren’t those who question 
privileged service often the first 
to praise it when they, too, have 
a chance to nibble caviar hoiiitiH 
gfided doors? 

“The issue here isn’t private 
suites at 42nd Street theatres but 
what that says about the 
changes in the neighbourhood us 
a whole," says Hal Rubinstein, a 
New York magazine columnist 
and Gotham “trendspotter". 
“Everything in the 

neighbourhood has become 
corporatised. Instead of vintage 
clothing stores yon have the - 
Gap; instead of irreplaceable 
second-hand music sellers yon 
have the Virgin megastore; and 
Instead of slightly dubious peep 
shows, which at least provided 
cheap thrills that a businessman 
couldn't find in the heartland, 
you have theatres named after 


the Ford Motor Company. Times 
Square has become an American 
shopping malL All it lacks is a 
root" 

B ut one could just as 
easily argue that, by 
cleaning up Times 
Square, New York is 
only trying to 

redefine itself the way other 
northern American cities have; 
by attracting visitors from all 
bands of the economic spectrum. 
If the American city has become 
a theme park it is only because it 
has a vital stake in ensuring that 
tourist dollars do not flow 
exclusively to more established 
entertainment centres in Florida 
or California. 

There is still variety behind all 
the flash of New York neon. 42nd 
Street continues to offer lots of 
inexpensive, adventurous flare. 
Just down from the Ford, for 
instance, the Selwyn Theatre 


will soon be the base for the 
Roundabout, one of Manhattan’s 
best classical companies. A little 
further along the invaluable and 
very serious Signature troupe 
has at last found a home. 

There is a range of ticket 
prices, too. Vain e-seekers may 
rely on the half-price ticket 
booth in Times Square, and the 
extravagant may ring up their 
favourite ticket broker. Xn spite 
of predictions that the VIP 
concept will cut into the latter’s 
livelihood, brokers are not about 
to fold. 

“For the VTP service, a 
company must set things up in 
advance," Mr Boneau says. “But 
if you’re coming into New York 
on unexpected business and 
want premium tickets to that 
new musical, the broker may 
still be your only solution. And a 
broker’s price for tickets may 
make the VIP rate seem 
positively a bargain.” 



Opera/Richard Fairman 

Otello and 
Mends 



‘hen • . Disney 
-announced last 
year that it had 
hired . the 
avant-garde director Julie 
Taymor to direct its New 
York stage adaptation of the 
titanically successful ani- 
mated film musical The Lion 
King, many heads were 
scratched, writes Brendan 
Lemon. What could a 
woman who had spent years 
in Bali studying puppetry 
and dance, and whose only 
previous Broadway produc- 
tion bad been a “carnival 
Mass", bring to a cartoon 
that bad generated $lbn in 
worldwide revenue in large 
part because of the cheery 
pap of Its Elton John-Thn 
Rice score? To protect its 
investment, wouldn’t Disney 
force Taymor to turn out 
unmpthjTjg on the order ■ of 
the theme-park staging that 
the company had produced 
in its only previous moyie- 
to-musical adaptation. 


Musical 


The Lion conquers Broadway 


Beauty and the Beast ? 

Well, The Lion King has 
just had its New York open- 
ing, and those who seriously 
doubted Taymor’s Intention 
to maintain her artistic 
integrity under corporate 
pressure have now zipped 
their Ups. Her mask -and - 
poppet laden production is 
an absolute triumph of 
visual . imagination - so 
moving, colourful, and elab- 
orate that every other show 
in town suddenly looks 
grossly malnourished. 

Taymor’s main task here 
was to make The Lion King 
a legitimate live theatre 
event, not merely a duplica- 
tion of the film. .She has 
kept the movie's basic story ' 
- the young lion prince 


Simba loses his father, 
Mufasa; spends years in 
exCe as his evil uncle. Scar, 
ravages the kingdom; and 
returns to resume his place 
as enlightened monarch - 
but has added deeper social 
and psychological reso- 
nances. The teenage lioness 
Nala’s role has been 
enlarged, giving her a 
redemptive struggle almost 
as important as Shaba’s. 
Rafiki. the shaman baboon, 
undergoes a successful sex 
change (male to female). 
And Uncle Scar becomes an 
even more majestically: evil, 
fascist aesthete. 

Taymor’s most difficult 
assignment, and the one in 
which she has not been 
wholly happy, involves the 


show's music. The best 
known numbers, the the- 
matic “Circle of Life" and 
the embarrassingly affecting 
“Can you Feel the Love 
Tonight?" have been beauti- 
fully staged, and the musk 
pinched from the movie's 
related album. Rhythm of 
the Pride Lands, is powerful 
in its Zulu text and South 
African choral harmonies, 
but John and Rice's new 
songs are far the most part 
uninspired. Scar's patter 
number, "Be Prepared", is 
particularly dull in itB Gfl- 
bert-&-Sullivan mannerisms. 

But, strange to say for a 
musical, the song weak- 
nesses are immaterial. Pag- 
eantry is the point here, and 
Taymor delivers visual coup 


after visual coup. The open- 
ing procession up the aisles 
of the recently restored New 
Amsterdam Theatre offers 
more anima ls than the Ark. 
A giant gold mask comes 
together out of what seem to 
be shadows. A stampede of 
wildebeest is conveyed by 
means it would be criminal 
to reveal. And just when 
you think Taymor and her 
designers (sets, Richard 
Hudson; lighting, Donald 
Holder) have exhausted 
themselves, an unexpected 
combination of colour - 
bright orange, jungle red - 
brings tears to the eye. As If 
aware that the profusion of 
bold tints might prove too 
blinding, one of the comic 
characters says that the set 


“looks like a shower curtain 
from the Guggenheim " (The 
show’s hook writers. Roger 
Allers and Irene Mecchi, are 
unafraid of self-deprecation.) 

Although many Zion King 
cast members are required 
to operate ingeniously con- 
structed puppets, they them- 
selves are not mere puppets 
of their director's vision. 
Jason Raize (Simba) and 
Heather Headley (Nala> give 
especially rich characterisa- 
tions, aided by the vocal 
arrangements of Lebo M and 
the erotic fat least for Dis- 
ney) choreography of Garth 
Fagan. But the evening 
belongs to its director. 
Through a miraculous 
alchemy of ingredients, she 
has made a musical that 
appeals to both children and 
adults, and that satisfies 
both lovers and haters of 
Broadway musicals. 

New Amsterdam Theatre, 
New York. 


T he next stop for the 
wandering min- 
strels of the Royal 
Opera is London’s 
Royal Albert Hall for a one- 
week season. There are to be 
five fully-staged perfor- 
mances of Verdi’s Otello 
with alternating casts, and 
two gala concerts. 

Otello was a good opera to 
pick. There is a lofty gran- 
deur to it that aspires to a 
hall of this size and the 
Royal Opera's very tradi- 
tional production by Elijah 
Moshinsky looked magnifi- 
cent It cann ot be easy try- 
ing to replicate sophisticated 
lighting with limited facili- 
ties, but the result was 
impressive - even down to 
Otello's invocation of the 
stars, for which spotlights 
turned the hall's flying sau- 
cers a ratter lurid purple. 

The Royal Opera has 
wisely elected to play this 
production on a specially 
constructed stage with a 
makeshift pit ratter than in 
the round, but the acoustic 
still plays funny tricks. Both 
at the opening night of 
Otello on Monday and the 
first of the gala concerts the 
conductor. Jacques DelacOte, 
had to expend a lot of effort 
just to keep the orchestra 
together. Was it under- 
rehearsed or could they not 
hear each other? I am 
inclined to allow them the 
benefit of the doubt, as Dela- 
cdte gave a sleek and swift 
performance. It was not his 
fault that most of the orches- 
tral detail was swallowed up. 

Like the previous in-bo use 
productions, this one used 
microphones and from my 
seat, the sound system left 
the singers winning hands 
down. Vladimir Bogachov. 
the Otello, has a strong voice 
anyway and here his throaty 
Russian tenor roared might- 
ily. He can shape a nice 
vocal line, but not as often 
as one would like. The soft 
singing slipped into a croon 
and at the big moments he 
shouted. 

Daniela Dessf's Des de- 
mon a was sensitive and 
alive to the words. But Verdi 
wanted vocal beauty in this 
role, and that her edgy 


soprano cannot supply. Ser- 
gey Leiferkus is a known 
quantity as logo and his 
insinuating singing sent 
even more shivers down the 
spine than usual. Bona von- 
tura Bottone was an able 
Cassio and Andrea Silves- 
trelii a booming Lodovico. 
After the cut-price tat we 
have been served before at 
the Royal Albert Hall, this 
ranks as the first serious 
attempt at opera for tbe 
masses. 

T he gala concert was 
advertised as a 
“night with the 
stars ", which was 
testing the description 
rather. What we had was not 
so much any stars of today 
as an intriguing mixture of 
“could-bes" and "has-beens". 

Among the former, the 
Greek-German soprano Irene 
Carli win have alerted tal- 
ent-spotters with her beauti- 
ful, well-produced, even 
voice. Even without trills, 
her arias from U trovatore 
and Anna Bolena had a 
grace and amplitude of vocal 
means that should distin- 
guish her from the pack. The 
Bulgarian Zvetelina Vassi- 
ieva spun a fine line in her 
lighter soprano arias. A cou- 
ple of the more established 
names wrestled with frogs in 
their throats, but Rosalind 
Plowright defied her doubt- 
ers with a largely trouble- 
free and imposing extract 
from Spontim's La Vestale. 

It was a shame there could 
not have been more ensem- 
bles. It was only at tbe end 
that a defiant Agnes Baltsa 
and the young tenor Jose 
Cura set the sparks flying 
with their fiery duet from 
CaoaUma rustictma. Having 
already won friends by tak- 
ing on extra slots on behalf 
of indisposed colleagues, the 
charismatic Cura sang with 
a proud passion that carried 
off the evening single-hand- 
edly. In the star stakes, he is 
definitely a “will-be". 

Performances of Otello daily 
at tbe Royal Albert Hall. 
London SW7 until Saturday, 
except for Thursday, which 
is the second gala concert. 
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■ AMSTERDAM 

OPERA 

Het Muookthoater 
Teh 31-20-551 8911 
Cos! Fan Tutte: by Mozart 
Netherlands Opera production, 
conducted by Ivor Bolton in a 
staging tv Jflrgen Ffimm, with an 
entirely now cast; Nov 21, 24 

■ BERLIN 

OPERA 

Deutsche Oper 
Tel: 49-30-343&4-01 
Aida; by Verdi. Staged by G6tz 
Friedrich, with sets and 
costumes by Pet Halmen; 

Nov 22 • 

■ COPENHAGEN 

EXHIBITIONS . 
t Museum of Modem 

Art, HumkJbaek 
Teh 45-4919 0719 

wwwJoubiana.dk 

Alberto Savirito, Paintings 
1927-1952; around 30-still fifes, 
landscapes and mythological 


compositions by the relatively 
unknown brother of de Chirico. 
His work combines abstract and 
figurative ele m e nt s , and in many 
ways parallels de Chirico's own; 
to Jan 11 

■ HOUSTON 

EXHIBITIONS 

Museum of Fine Arts, Houston 

ret 1-713-639 7750 
The Dark Mirror: Picasso, 
Photography and Painting. Mere 
than 300 works, the majority of 
them photographs, which wifi 
illustrate the relationship between 
the various media In whiqh 
Picasso worked. The display 
includes studies of works in 
progress, self-portraits, and 
photographs of Rousseau and 
Braque. The exhibition has been 
seen in Paris and win travel to 
Japan; to Feb 1 

■ LONDON 

CONCERTS 
Barbican Had 
Teh 44-171-638 8891 
• The Sibelius Cycle: Sir Colin 
Davis conducts the London 
Symphony Orchestra in a 
programme IncUding Symphony 
No. 3' and Symphony No. 4; 

. Nov 20 

. • The Sibelius Cycle.^ Sir Colin 
Davis conducts the London 
Symphony Orchestra in a 
programme including Symphony 
No. 5. With soprano Katartoa 
Dalayman; Nov 23 

OPERA 

Eng fish National Opera, 

London Coliseum 


Teh 44-171-632 8300 . 

• Fatetaff: by Verdi. This 
co-production with Opera North, 
first seen in Leeds, is conducted 
by Dohnanyi and directed by 
Matthew Wurchus. Cast includes 
Alan Opie in the title rote; Nov 
19,21,24 

• The Magic Flute: by Mozart 

Nicholas- Hytner*is EngBsh 
National Opera production, 
revived by David Rttch and 
conducted by Christopher 
Moulds; Nov 20. 22 - 

Royal Albert Han 

Teh 44-171-5898212 
The Royal Opera: Otello, by 
Verdi. Conducted by Jacques 
Delacdte in a staging by Elijah 
Moshinsky; Nov 19, 21, 22 

Shaftesbury Theatre 

Teh 44-171-379 5399 
The Royal Opera: U barbtere di 
Sivigfia, by Rossini. New 
production staged by Nigel 
Lowery; Nov 24 

THEATRE 
Barbican Theatre 
Teh 44-171-638 8891 
Henry V:- by Shakespeare. Ron 
Daniels directs this Royal . 

Shakespeare Company, 
production, with Michael Sheen 
in the titfaa role; to Nov 22, after 
which It will tour the UK 

■ LOS ANGELES 

CONCERTS 

Dorothy Chandler Pavffion 
Teh 1-213-972 8001 
Los Angeles Philharmonic: ■ 
conducted by Paavo Jflrvi in 
works by TuOr, Mozart and 


Mahler; Nov 21, 22, 23 

OPERA 

1_ A. Opera, Dorothy Chandler 
Pavtfion 

Tel: 1-213-972 8001 
www.laopera.org 
Countess Maritza: by KHmfin. 
Premiered in Santa Fe this 
summer, this lively production by 
Linda Brovsky stars Ashley 
Putnam and is conducted by 
John Crosby; Nov 22 

■ MADRID 
opeu 

Taatro Real 
Teh 34-1-516 0600 
La Monrtaie: touring production 
of Britten's Peter Grimes. 
Conducted by Antonio Pappano 
In a. staging by Willy Decker; Nov 
20. 22,23 

■ NEW YORK 

EXHIBITIONS 

Metropolitan Museum of Art 

Tel: 1-212-879 5500 
wwwjnetmuseum.org 
Wordrobe: show exploring the 
relationship of fashion to 
self-expression in language; to 
Nov 23 

OPERA 

Metropolitan Opera, Lincoln 
Center 

Teh 1-212-362 6000 
www.meuvara.org 

• Don Giovanni: by Mozart 
Production by Franco Zeffirelli; 
Nov 21 

• The Rake's Progress; by 
Stravinsky. New production by 
Jonathan Milter, conducted by 


James Levine. Cast includes 
Dawn Upshaw and Samuel 
Ramey, Nov 20, 24 

New York City Opera, New 
York State Theater 
Teh 1-212-870 5570 
www.nycopera.com 

• La Boh 6m e: by Puccini. New 
York City Opera. Conducted by 
George Manahan and staged by 
Grazietia Sciutti; Nov 20, 21, 
22,23 

• Marco Polo: by Tan Dun, 
premiered in Munich last year. 
New production by the New York 
City Opera conducted by the 
composer and directed by 
Martha Clarke; Nov 19, 22 

■ PARIS 

DANCE 

Op6ra National de Paris, Palais 
Gamier 

Tel: 33-1-43439696 
Paris Opera Ballet: mixed 
programme - Sofer de fete by 
Staats, L'Ariesienne by Petit, and 
La Symphonle fantastique by 
Massine; Nov 19, 21 

EXHIBITIONS 
Muste Camavalet 
Tel: 33-1-4272 2112 
Paris and the Parisians in the 
time of Louts IV: more than 300 
engravings, which together 
create a vivid impression of 17th 
century Paris; to Jan IB 

OPERA 

Op6ra National de Paris, Op6ra 
Basil De 

Tel: 33-1-4473 1300 

Der Rosenkavafien by Strauss. 

New production conducted by 


Edo de Waart in a staging by 
Herbert Wernicke. Cast includes 
Rente Fleming, Susan Graham 
and Barbara Bonney; Nov 20, 23 

■ SAN 
FRANCISCO 

OPERA 

San Francisco Opera, War 

Memorial Opera House 

Tel: 1-415-864 3330 
wwwjsftvera.com 

• Eugene Onegin: by 
Tchaikovsky. Yuri Temlrkanov 
conducts his 1980s Kirov Opera 
production, with a cast including 
Anthony Michaels-Moore and 
Elena Prokina (replaced by 
Nicolte Foland on Nov 29): Nov 
19,22 

• Guillaume Talk by Rossini. 
Conducted by Patrick Summers 
in a staging by Lofti Mansouri. 
Cast includes Patricia Racette; 
Nov 21 . 24 

• Pelltes et Mdfisande: by 
Debussy. Conducted by Donald 
Rumicles in a production by 
Colin Graham. Frederica von 
Stale and Simon Keenfysida sing 
the title roles; Nov 20, 23 

■ TOKYO 

CONCERTS 
Suntofy Han 

Tel: 81-3-3289 9999 

• hro Pogorefich: recital by the 
pianist of works by Brahms, 
Granados and Prokofiev; Nov 19 

• Staatskapelle Berlin: 
conducted by Daniel Barenboim 
in symphonies and piano 
concertos by Beethoven; 

Nov 23 


OPERA 
NHK Had 

Staatsoper Unter den Linden: Die 
Waikflre, by Wagner. Conducted 
by Daniel Barenboim; Nov 21 

OPERA 

Washington Opera 
Tel: 1-202-295 2400 
www.dc-opera.org 
PagKacd: by Leoncavallo. New 
production by Franco Zeffirelli, 
conducted by Leonard Slatkln 
(Eugene Kohn on Nov 21). 

Placido Domingo sings the role 
of Canto (replaced by Antonio 
Barasorda on Nov 21); Kennedy 
Center Opera House; Nov 19, 
21,22 


■ TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 
Monday to Friday, Central 
European Time: 

• NBC Europe 

1&00: European Money Wheel 
Nonstop live coverage until 15.00 
of European business and the 
financial markets. 

17.30*. Fm anefe/ Times Business 
Tonight 

• CNBC 

08-30: Squawk Box 
10.00; European Money Wheel 
18.00: Financial Times Business 
Tonight 
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The beginning of 
Russia’s oil rush 

Oilmen are heading for the final frontier, 
say John Thornhill and Robert Corzine 

Russia’s oil industry; desperate for dollars 

Crude oft DrodDeUon Humber of prodn d n g versos kflewefa 
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R ussia's most impor- 
tant industry Is up 
for sale. So desper- 
ate is the country 
for investment capital that it 
has taken a step many 
thought might never come; 
to open up its oil and gas 
sector to foreign investment 
Exactly how open, however, 
is another matter. 

On the face of it, the gates 
are wide open with a wel- 
come mat in front In a move 
that took westerners by sur- 
prise, Bods Yeltsin, the Rus- 
sian president this month 
signed a decree allowing for- 
eigners to buy 100 per cent 
of Russian oil companies. 

Foreigners have wasted 
little time. Within days it 
emerged that Royal Dutch/ 
Shell bad teamed up with 
Gazprom. Russia’s giant gas 
monopoly, to bid far Rosneft, 
the last big state oil group to 
be privatised. Yesterday, 
British Petroleum signed a 
deal to buy 10 per cent of 
Sidanco. giving it a stake in 
a vast gas field near the Chi- 
nese border. These are 
among the largest foreign 
direct investments Russian 
has received. 

Brunswick, a Moscow- 
based brokerage, estimates 
that the government coaid 
raise S20bn (£i2bn) through 
the sale of state assets by 
the end of 1998, with large 
chunks coming from foreign 
investors - especially in oiL 
But two questions remain: 
will foreign investors will be 
allowed to run their busi- 
nesses free from state med- 
dling? And which invest- 
ments are likely to prove 
most successful? 

In the eyes of western oil 
companies, the benefits of 
foreign investment are 
self-evident Russian oil out- 
put has plummeted since the 
collapse of the Soviet Union 
from 569m tonnes in 1968 to 
305m tonnes last year. The 
industry badly needs new 
investment into its decaying 
infrastructure, but few Rus- 
sian companies have the 
clout to raise large sums 
themselves. 

Although Russian compa- 
nies have begun to tap inter- 
national capital markets, 
they still face severe con- 
straints, particularly after 
die financial fallout from the 
south-east Asian crisis. Gaz- 
prom this month received a 
$3bn loan from a syndicate 
of international h anks , but 
has had to postpone an addi- 
tional $lbn convertible bond. 
So foreign direct investment 
is likely to remain vital for 


many years. Russia hardly 
provides an easy investment 
climate. But it has huge 
attractions for western oil 
companies, namely several 
large undeveloped fields of a 
size rarely found in spite of 
the billions of dollars spent 
annuall y on worldwide 
exploration. 

In a report prepared for 
the Russian parliament, 
western ofi companies said 
the foreign development of 
Just six identified oil and gas 
fields could produce enor- 
mous economic benefits. 
These projects would earn 
about $450bn over their oper- 
ating lives, creating more 
than 550.000 jobs. 

But before they are pre- 
pared to make large-scale 
investments in production, 
western companies say they 
need stronger legal and tax 
guarantees. Their preferred 
method of operation would 
be to sign internationally 
recognisable production- 
sharing agreements (PSAs), 
which leave ownership of 
natural resources with the 
state but allow foreign devel- 
opers a defined share of 
future revenues. 

Although the Rtessian gov- 
ernment has tried to enact 
such agreements, the Com- 
munist-dominated parlia- 
ment has resisted. So for, it 
has only approved a shortlist 
of production-sharing pro- 
jects and has foiled to adopt 


the legislation necessary to 
make them work. 

The appointment of a 
reformer, Baris Nemtsov, as 
first deputy prime minister 
and energy minister in th tt 
spring, has given renewed 
impetus to the legislative 
process as he has tried to 
entice foreign companies 
into Russia. 

“1 think it is only a ques- 
tion of time before we see a 
legislative framework in 
Russia that works well for 
an kinds of investors," says 
the head of the Moscow 
office of a European ml com- 
pany. "Production-sharing 
agreements are now a reality 
in Russia even though prog- 
ress still needs to be made 
an the enabling legislation.” 

But is the news really that 
good? Some industry experts 
think not Such views, they 
claim, are naive. They 
reckon western companies 
are deceiving themselves if 
they expect business in Rus- 
sia to be driven by interna- 
tional l eg al norms. 

Yevgeny Khartukov, gen- 
eral director of the Moscow- 
based International Centre 
for Petroleum Business 
Studies, wonders why west- 
ern «w wpgniag should place 
so much emphasis on pro- 
duction-sharing agreements 
(which may never folly 
materialise) and make so 
little effort to understand 
Russia’s b usiness culture. 


This has always been a 
country of strong executive 
power and weak legislation," 
says Mr Khartukov. He 
argues it would be for better 
for western companies to 
ally thenay ri p ps with strong 
Russian companies - as 
Shell and BP have just done 
and as Area, the US oil 
major, has with Russia's big- 
gest ofi group Lukoil - and 
cultivate suppo rt in local 
and central puTPfnmgnt, 
“First you make friends, 
then you make partners. 

■ fhun yon malm HpflTfl, than 

you make money," says Mr 
Khartukov. "That is the way 
it works in Russia." 

S ome Russian oilmen 
(and a few western 
ones) say foreign 
companies most al«n 
team to show more respect 
for toe local in dus try, which 
in its 100-year history has 
produced more than isbn 
tnnntm off ofi. *The we stern 

■nmtttnatifgifllg, w hich pride 

themselves on their ability 
to work around toe world, 
have shown a remarkable 
insensitivity," says one oil 
consultant. 

Foreign ml i*Mwiii gB8 tend 
to respond that dozens of 
old-fashioned joint venture 
are struggling to mak«» a 
financial return, hi ghlight - 
ing toe dangers of operating 
without a jpg ai frame- 
work. Besides, they say. it is 


far from clear how many 
Russian companies want to 
work with foreign operators. 

Even ignoring nationalis- 
tic concerns, many Russians 
view the international 
energy giants as future com- 
petitors and are not keen to 
give them access to the 
country’s vast reserves. 

"In the field of oil produc- 
tion. Russian oilmen are 
some of toe best in the 
wold," says one ofi industry 
boss. "Our problem is in 
exploiting undersea reserves. 
But when it comes to work- 
ing on land our experience is 
probably greater than any- 
where else. Why do we need 
foreign partners?" 

jguan Baird, ^ainwT i and 
chief executive of Schlum- 
berger, tbe Franco- 
American oil services group, 
believes Russian reluctance 
to team up with western 
equity partners offers an 
opportunity to companies 
like his. Russian companies 
will have to import more 
technology, he says. They 
will not be able to last modi 
longer without a massive 
increase in efficiency." 

Schlumberger Intends to 
a big ifi)imrftTTioTT» CO 

Russia, which Mr Baird says 
could eventually rival the 
US as its largest market. 
"After years of frustra- 
tion ... there are signs that 
Russia is beginning to see 
the value of buying high 
technology oilfield services." 
he says. 

An this suggests there is 
plenty of opportunity in Rus- 
sia for foreigners. But pursu- 
ing upstream oil projects 
will continue to be a fraught 
affair. Direct investments 
are only ever hkely to Sour- 
ish in offshore areas such as 
Sakhalin in Russia's for east, 
where there is a supportive 
local administration. Ugh 
te chnical d emands and mas- 
sive in vestm en t needs. Else- 
where, foreign investors may 
come to the conclusion - as 
Shell and BP appear to have 
done — that it mnfcpg more 
sense to invest atangdds a 
local partner. . 

One thing is dear 
oil companies will not be 
able to rest on their laurels. 
Reformers in government 
believe local companies 
must be compelled to "use or 
lose" the assets so haphaz- 
ardly distributed during ear- 
lier privatisations. For for- 
eign oil companies with deep 
pockets - and even deeper 
reserves of patience and 
ingenuity — thh could he the 
ttma to strike. 


Europe’s dangerous 
monetary experiment 



Richard Lambert 


The US does not 
think much of the 
planned single 
currency 

Hie US is waking op to the 
reality of European eco- 
nomic and monetary union - 
and does not much like what 
it sees. What in Europe looks 
like a bold political adven- 
ture appears in the US as a 
dangerous economic experi- 
ment. Pestilence mt l frnrhw 
are on th** a gend a. 

Martin Feldstem. professor 
of economics at Harvard, 
goes further than most In 

"Brim and TnlBmattamil Con- 
flict”, a dark essay in tbe 
latest issue of Foreign 
Affair e ha wamindfi his read- 
ers that, although 50 years of 
European peace is quite an 
achievement, there were also 
more than 50 years of peace 
between the Congress of 
Vienna and the Franco- 
Prussian war. 

And in case that is. not 
'enough to frighten tbe chil- 
dren, be further argues that 
a formal political union 
would be no guarantee 
against an intra-Eu ro pe a n 
war. "The American experi- 
ence with the secession of 
the south may contain some - 
lessons about the danger of a 
treaty or constitution that 
has no exits," fie observes. 

Others are almost as 
gloomy. Henry Kanftnan, the 
Wall Street economist, was 
ar gu in g toe other day that 
localised wmW he 

an but inevitable under toe 
system. Financial markets 
would question whether toe 
cnnrrtry involved would stay 
in the system, or seek, to re-' 
establish its own currency. 
He thinks that the early 
years of toe experiment will 
be especially volatile and 
dangerous. 


Officials in Washington 
have come to recognise that 
monetary union is near 
enough a political certainty, 
so their public statements 
are polite, even welcoming. 
Their private views are 
sometimes another matter. 

Why does the prospect 
look so bleak from tbe west- 
ern side of the Atlantic? 
There are two obvious 
answers. 

Tbe first is that New York 
is beyond the range of the 
stun gun . of Helmut Kohl, 
the German chancellor. Tbe 
confidence of French offi- 
cials does not reach Wall 
Street; nor does the grim 
determination of Romano 
Prpdi. toe Italian prime min- 
ister. 

And, from a distance, the 
motives driving Europe's 
leaders forward seem both 
obscure pnd overly compli- 
cated. Everyone seems up to 
crafty dodges, as in France’s 
recent attempt to have its 
man appointed to the top of 
the new European Central 
Bank. Until recently, they 
have had very different 
views about toe proper role 
of monetary policy. 

The second explanation is 
that tbe US has its own 
experience of what makes a 
single currency work - and 
none of the most relevant 
features apply in Europe. 

MUHona of workers cross 
state liras in the US each 
year. If the defence industry 
takes a hit in southern Calif- 
ornia, displaced workers hop 
in their truck to Colorado, or 
wherever else work is to be 
found. 

Tbe US can transfer fed- 
eral resources to cities and 
regions affected by economic 
downturns through a well- 
established system of auto- 
matic stabiBsers and discre- 
tionary programmes. It has a 
tried-and-tested central 
bank, with a credible record 
and a political counter- 
weight in Washington. Alan 
Greenspan, the d i afr man of 
the Federal Reserve, has 
considerable independence, 
but he cannot Ignore Con- 
gress. 

The country is bound 
together by a common lan- 
guage. shared values and a 
sense of national identity — 
more or less. And Europe? 


American observers tend 
to overstate **s problems. 
They see only an over- 
regulated business sector, 
inflexible labour markets, 
unaffordable social pro- 
grammes, and high unem- 
ployment. They tend to write 
the French off as a bunchor 
hopeless socialists, and they 
often don’t recognise toe 
real changes that are taking 
place in Germany at plant 
and company level. They 
can’t believe that Italy and 
Spain will even be allowed to 
join the party, or that there 
is mach real popular support 
for a single currency. 

Prom this stems their view 
that the European system 
will be unable to cope with a 
localised economic shock. 
Workers will be unwilling or 
unable to trawl around 
Europe for opportunities. On 
the evidence, they don’t 
move from Yorkshire to Lon- 
don. let alone to Frankfurt. 
With no room for monetary 
manoeuvre and their fiscal 
freedom curtailed, torsions 
between countries will rise - 
and the European Union will 
be held responsible. 

From that point, it’s not 
too large a leap towards the 
growth of economic and 
political nationalism - and 
to that ultimate of all iro- 
nies; a system that was 
designed to unite Europe 
ends up by blowing it apart. 
An idea intended to bring 
down the last remaining bar- 
riers to trade has precisely 
the opposite effect. 

Good Europeans do not 
have to swallow all this 
gloom. 

They can point to signs of 
economic recovery around 
the mnrtrwmt. and the hope 
that a period of sustained 
growth would make the 
problems look a lot more 
manageable. They can argue 
that the pressures of the 
union will force through 
needed labour market 
re forms : there will simply be 
no alternative. 

But it Is quite a hard case 
to make And it is difficult to 
shake off this sraairing feel- 
ing: if it were not for the foot 
that the Europeans who are 
opposed to Emu are mostly 
so frightful, you would begin 
to harbour a few doubts 
yourself. 
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clients? 


The sponsors of the West McLaren Mercedes Formula I team haw? a lot io 
A pass on for speed and per fo r m ance- A strong; will to succeed. And a software solution 
which integrates these things into business Hie. Tbe R/3* software from SAP*. 

A whole range of companies, both large and small, profit from die R/3 
enterprise solution software. Mercedes-Benz for One. Tbe somewhat smaller 
car manufacturer McLaren for another. Rccnwsma, Mobil, and Goodyear use it 
as successfully in their industry as Boss. Camozzi or Locate do in theirs. 

And companies such as Sun and Computer Associates, who are also among our 
partners, are already convinced of its benefits. 

After a brief implementation phase, the R/3 applicati on s automate virtually 
all processes in production, sales, accounting, personnel management and 
other areas of your company: Tbe resole greater flexibility; efficiency and speed 
in your company. 



East software sofntfnus for a genuine cog p e t! t i re edge 

can be fared on http://nfww.sap.CDa. 
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‘Cherry picking’ strategy also a 
factor behind fast-track failure 


From Mr Simon J. EvenetL 
Sir, The failure to pass 
fast-track legislation was not 
solely due to flawed political 
strategy, as suggested by 
your editorial “Bill CCnton 
sidetracked" (November 11). 
Far the last 15 years US 
administration officials have 
argued that the only way to 
save multilateral trading 
arrangements was to sign 
regional and sectoral 
arrangements with selected 
trading partners. Evidently 


this “cherry-picking'’ strat- 
egy has failed to cobble 
together a large enough 
coalition to support further 
trade liberalisation- Of 
coarse, this strategy cat no 
ice with those industries and 
interests that are not well 
connected enough to be 
deemed “strategic", what- 
ever that means. 

Tbe one consolation off this 
debacle is that US trade 
policymakers have three 
years before the installation 


of a new administration to 
refine a feasible multilateral 
trade strategy, which can be 
credibly sold as being in the 
interests of all Americans. 

SUwu 1. Eveuett. 
moderator, 

Brookings-Gearge Mason 
Roundtable on Trade and 
Investment Policy, 

1776 Massachusetts 
Avenne.NW. 

Washington DC 20036-2188, 
US 


People's right to donate anonymously 


From Sir Geoffrey Pattie. 

Sir, In the furore over the 
Ecclestone donation to thg 
Labour party, one point is in 
danger of being overlooked, 
and that is the right that UK 
2i&v£ to 

donate money or, indeed, 
anything else, anonymously 
for their own good reasons. 

How. then, can tbe appe- 
tite for total transparency be 
reconciled with the right to 


make anonymous donations 
even to political parties? One 
way would be to establish a 
commission, reporting to Sir 
Patrick NefH, chairman of 
the Commons standards 
comunttee, which would 
receive notification, of dona- . 
tions to political parties over 
a certain amount and could 
then be put on notice to look 

oat for linkage to future gov- 
ernment decisions. The 


information would, however, 
have to remain confidential 
in the government system 
and not be shared or made 
available among political 
parties in order for the ano- 
nymity principle to be 
respected. 

Geoffrey Piattie, 

The Manor House. 

Dnnctom Petworth, 

West Sussex GU28 0JY, UK 


First off 
the blocks 

From Mr Peter Brawn, 

Sr. Tbe systematic mass 
production of manufactured 
goods predates the Spring- 
field Armory's production of 
wooden gunstocks in 1819. 
discussed In Peter Martin’s 
article “Thinking along the 
same lines" (November 13). 
In 1806, plant far the manu- 
facture off wooden pulley- 
blocks for toe Royal Navy 
started operation at Ports- 
mouth. Output was 130.000 
blocks a year, produced by 
10 unskilled mm doing the 
work of 130 skilled men. The 
Admiralty saved £17,000 a 
year for a capital outlay of 
£54,000. The 44 machine tools 
installed were designed by 
Marc Brunei and made by 
Henry Maudslay. 

Peter Brown, 

“Rtvendefl", 

TbeHolway, 

Winterton-on-Sea, 

Great Yarmouth, UK 


Facing nuclear realities 


From Mr NSs-Axel MOmer. 

Sir. ft is always a pleasure 
to read your well written 
and carefolanalyses off vari- 
ous topics. This was the case 
with your nuclear power sur- 
vey (November 14). As a sci- 
entist specialising both on 
nuclear waste problems and 
cm climatic changes. 1 would 
like to add a few points. 

Nodear waste problems 
are by xu means solved. The 
more waste we produce, the 
larger will be onr probtems 
of handling ft in the near 
future. Instead of a “final 
solution", we need some sort 
of temporary solution where 
control and freedom of 
action are guaranteed. 

in your survey, you men- 
tioned the Three Mile Island 
and Chernobyl accidents. 
There are, unfortunately, 
many reasons to expect that 
we wifi experience several 
new accidents in the near 
ffrtnre. As pointed out by 
Ejefl-Olof Felt, our former 
energy minister, ft wifi not 


be popular to talk aboat 
nodear power in such a situ- 
ation. ft seems to me *h«* 
our deefckm-makrare are not 
prepared for this - probably 
unavoidable - situation. 

Finally, much is said 
about toe greenhouse effect 

aid global warming. But 
how realistic is its concept? 
Modi is written in s u pp ort 
of this idea, but is it really 
firmly anchored cm scientific 
knowledge? 1 suggest not. I 
befieve tbe global wanning 
"bubble” is likely to collapse 
in toe near future. Whatever 
opinion one may have on 
this question, there is an 
argent need for our decision- 
makers to prepare for when 
the currently popular global 
wanning concept is no km- 
ger tenable. 

NDs-Axel BSBnxer. . 
head of paleogeopbysfcs and 
geodynaxxdcs, " 

Stockholm University, . 
S-1069I Stockholm, 

Sweden 


Gold best 
investment 
over the 
long term 

From Mr Robert Pringle. 

Sir. ft is wrong for Lex to 
say (“Gold”, November 15-1 
the Dutch, the Australians 
and the Swiss central bank 
see gold as “a pretty useles 
invest m en t ". 

None of these central 
banks takes that view. The 
Dutch sold some of their 
gold for Emu-related reasoi 
and the Australians becatu 
they think, rather naively, 
that reserves in the ground 

are adequate substitutes foi 
some of their above-ground 
stocks. * 

- The Swiss, who have not 
sold (me ounce of gold, hav 
recently re-affirmed the ke: 
role of gold in their reserve 
Gold, said the recent report 
of an official working party 
with representatives f r o m 
the ministry of finam* and 
Swiss National fiant, is see 
as “the only asset that keej 
its (real) value over the cen 
tunes". The referendum 
needed to allow some limftt 

sales Of gold to finanry the 

proposed Solidarity Fund 
will probably not take plaa 
until 2000 or later, may 
well not pass. 

As regards the calculation 
that the top 12 central banb 
tase.¥15bn a year in interest 
foregone by h olding gold. 

this takes no account of the 
possible capital loss on alt e 
native investments (for 
example, US Treasury 
bonds). As Lex should knot 
gove rnmen t bonds have 
been poor investments ft 


A calculation of average 
total annual returns for a 
dollar investor from buying 


in any (randomly chosen) 

subsequent year between 
1896 and 1996 demonstrates 
that gold has outperfo rmed 
both long - and short-term US 
government bonds. 

Robert Pringle, 

head. Centre for Public PoJ- 

icy Studies, 

World Gold Council. 

Kin gs 1 
10 Hayxnarfcet, 

London SW1Y 4BP, UK 
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Off with 
their heads! 






The court of Boris Yeltsin bears 

ever more resemblance to the 
Tsarist courts of old. Favourites 
clamour and bicker for the ear 
of the sovereign. Reputations 
laboriously built over years 
be unmade in a night. The most 
unlikely alliances are stitched 
together out of venal self-inter- 
est. and come unstuck with 
equal unpredictability. But the 
monarch rules supreme. 

Thus jt would appear to be 
today. A bare two weeks ago, 
Boris Berezovsky, car salesman 
turned rouble hQlionaire, was 
unceremoniously sacked from 
his post of deputy secretary of 
the president’s Security Coon-' 
c£L It was an unlikely post for a 
businessman, but one he owed 
to his part In the alKance of 
bankers and reformers which 
ensured President Yeltsin’s re- 
election last year. But he fell 
out with Anatoly Chubais, the 
mastermind of the election cam- 
paign, and paid the price. 

Now it is Ur Chubais' turn, 
and Mr Berezovsky’s chance for 
revenge. The deputy premier 
has seen three of his closest 

aTHpg sacked frnm the Kremlin 
and the Russian gover nment in 
as many days, and Us own posi- 
tion become extremely precari- 
ous. All are accused of accept- 
ing lucrative advances from a 
book publisher, owned by Onex- 
imbank, the Russian financial 
group which defeated Mr Bere- 
zovsky in recent privatisation 
battles. Mr Yeltsin i™« decided 
their conduct was “impermissi- 
ble'*. 


Mr Berezovsky's formal role 
in the Kr emlin was not particu- 
larly important But Mr Chubais 
matters. He is a very able 
administrator and a committed 
economic reformer, who has 
been the most effective guaran- 
tor of the reform process in 
recent years. When others hesi- 
tated - including the president 
- he pressed ahead. Without 
him, the privatisation process 
would not have happened. Nor 
would Mr Yeltsin have rtefcgte^ 
the Communists in the election. 
His single-minded determina- 
tion was critical to both 
achievements. 

Whatever the justice of the 

Charges a gains t him, Mr ChU- 

bais has argued for the creation 
of an open, law-abiding system 
in Russia. In bis position, he 
must be seen to be like Caesar's 
wife, above suspicion. The cor- 
rupt and inefficient Soviet econ- 
omy has largely been disman- 
tled, in no RmaTl way thflntrR to 
him, but it has been replaced by 
a corrupt and lopsided form of 
bandit capitalism. 

It is essential for the fixture 
prosperity of Russia, and the 
stability of its democracy and 
market economy, that its gov- 
ernment becomes more trans- 
parent. Mr Chubais has not suc- 
ceeded In accomplishing that. 
Nor has he succeeded in rising 
above the bitter in-fighting of 
Mr Yeltsin's court His predica- 
ment is very much a symptom 
of the system. Mr Yeltsin must 
think hard whether sacrificing 
him would improve it 


Euro -shuffle 


Tbe proposed merger between 
the German Insurance giant 
Allianz and French insurer AGF 
is being billed as a preparatory 
move for the euro and the «mg l» 
market No doubt other moves 
in European financial services 
will be justified on similar 
grounds. Yet past experience 
suggests room for scepticism 
about such mega-deals. Could it 
be that the dinosaurs of the 
industry are huddling together 
for comfort as a tide of liberalis- 
ation and new technology 
undermines traditional ways of 
doing business? 

There are, of course, circum- 
stances in which cross-border 
mergers will make sense. In 
financial services the euro will 
transform capital markets. 
Asset allocation will be done on 
a pan-Emu basis and it will pos- 
sible to match pension liabilities 
with assets from anywhere 
within the monetary union 
without incurring exchange 
risk. There will thus be syner- 
gies In fund management 

Bum-induced price transpar- 
ency will also add to pressures 
for consolidation in banking 
and insurance. Yet cross-border 
deals are not necessarily the 
best way to restructure. Surplus 
capacity in banking, for exam- 
ple, offers cost-cutting opportu- 
nities chiefly on a domestic 
basis since foreign acquirers 
have few overlapping branches. 

In insurance, meantime, most 
retail business is purely domes- 


tic. Standardised products such 
as motor insurance may lend 
themselves to genuine cross- 
border economies of scope and 
scale. Demand for life assur- 
ance, by contrast, is driven by 
national tax breaks, while dis- 
tribution is subject to varying 
regulatory arrangements. 

There is room for efficient 
suppliers to compete out of exis- 
tence some - very costly. low- 
return European insurance and 
pensions products. But this is 
more likely to come through 
competition in the market place 
than via bids and deals. 

A more active market In cor- 
porate control now provides 
great opportunities for manag- 
ers to feather their nests. Size 
provides a defence against hos- 
tile takeovers, yet size-driven 
deals can readily be justified 
with vacuous babble: critical 
euro-mass. A cross-border 
merger may offer an easy 
escape from competition policy 
problems at home - only to 
become a headache when It 
comes to melding disparate 
national and business cultures. 

Note, too, that currently fash- 
ionable bank-insurance mergers 
release fewer cost cuts than 
bank-bank mergers, while leav- 
ing senior managers in place. 

Cross-border deals should be 
more rigorously justified. Sadly, 
shareholder activism in Europe 
is too frail a growth to restrain 
ego-tripping management when 
a poor case is advanced. 


Flight support 


Why should the British 
government help finance a new 
civilian plane when it would not 
fund the launch of a car or bicy- 
cle? That is the question Tony 
Blair must consider when he 
hears a plea from British Aero- 
space for cighn in public sup- 
port for participation in' two 
new European Airbus aircraft. 
The prime minister should 

reject the request. 

Tbe main argument in favour 
of aid is that aerospace projects 
are so large that only govern- 
ment help can make the m via- 
ble. Since other nations support 
their companies, either directly 
or through defence spending, 
the UK must do the same or 
risk losing jobs and da m aging 
Its industry. 

Tbe argument is not specious. 
Even Boeing, tbe world’s big- 
gest aircraft company, receives 
US government support for 
defence-related projects. While 
makers ciahn to keep civil and 
defence programmes apart, 
many developments span both 

fields. 

Cutting aid would allow 
scarce public resources to be 
diverted to other needs. But it is 
politically difficult to scrap sap - 
port for civil aerospace omlatea-- 
aHy while other countries dole 
out public money- And there is 
an argument that without such 
support, there will be no 
counter weight to the giant US 
aerospace companies. 

To this subsidy race. 


however, the government 
should work for multilateral 
agreements such as the 1982 
accord between tbe US and the 
EU limiting launch aid to one- 
third of tbe total cost 

Meanwhile, minis ters should 

keep support to an absolute 
minimum. BAe says It wants 
fnn«iq on commercial terms, on 
which taxpayers would make a 
profit. But if the company can 
a ffor d to borrow from the gov- 
ernment on commercial terms, 
it can do the mmi* from a bank. 
BAe should be rejected because 
it is cash-rich and very profit- 
able. It can pay its own way. 

Ministers dearly faced a more 
difficult decision on the t20flm 
launch aid for Rolls-Royce’s 
new generation of Trent aero- 
engines. agreed last week. Bolls 
is smaller and less profitable 
than BAe. and. on its own 
admission, would have strug- 
gled to finance the engines 
without some public support, 
albeit on " commercial terms”. 

BAe dehiw that if tbe govern- 
ment fails to contribute money, 
it will be hard for the UK to 
play a full part in future Airbus 
restructuring talks. Tbe British 
will ■ p™ seem semi-detached 
members of a European project 

Mr Blair should turn this 
argument on its head. He 
should say that by denying BAe 
unnecessary finance he is signal- 
ling the kind of commercially 
based restructuring he would 
like to achieve. 









From Mt to right Heart Mubarak. Benjamin Natanyaftu. BH CDntm, King Fahd, Yoesir Ante and Saddam Hwein 


Montage bv Cans 


The shifting sands 

David Gardner looks behind this week’s events at the wider 
changes affecting Middle-Eastern politics 


W hat links popu- 
lar Arab support 
for Saddam Hus- 
sein’s belligerent 
defiance of the 
United Nations with this week’s 
massacre of foreign tourists in an 
Egyptian temple? For an answer, 
step back and consider tbe frus- 
tration from Cairo to Tehran at 
the slow progress of the Middle 
Eastern peace process and wide- 
spread ffisenrhwTitmpn t at US pol- 
icy in the region. 

Six yearn ago, the US bestrode 
the Middle East like a colossus. 
Washington had just led a huge 
army of we s te r n and Arab allies 
to roll back Saddam Hussein's 
invasion of Kuwait. Victory 
enabled the world’s lone super- 
power to begin separating the 
sheep from the goats in tbe trou- 
blesome region. 

Washington started isolating 
“rogue states” such as Iraq and 
Iran from those it assembled 
alongside Israel in October 1991 
to launch the “land-f or-pea ce " 
process. Until recently this initia- 
tive looked tbe most successful 
attempt to resolve the century- 
old dispute between Arab and 
Jew over sharing the land of Pal- 
estine. So' optimistic woo some 
that, as the former Israeli leader 
Shimon Peres once put it, they 
envisioned a time when the 
region’s only generals would be 
General Motors and General Elec- 
tric. 

Six years on, US policy towards 
the region is in danger of going 
badly awry. Mr Saddam remains 
in his Baghdad fastness, still 
pushing to break out of his UN- 
imposed isolation. The Islamist 
clerical regime in Tehran appears 
reinvigorated and is re-arming. 
Above all, the peace process bas 
been driven into a ditch by Israel, 
Washington’s closest regional 
ally, under the erratic leadership 
of Benjamin Netanyahu and his 
Likud-led coalition of extreme 
nationalists and religious funda- 
mentalists. 

These pressures have broken 
the post-Gulf war consensus. Hie 
US is at odds with its European 
allies (and commercial rivals; 
over bow to “contain" Iraq and 
Iran. Washington’s Arab allies 
are fearful of losing the initiative 
to Islamist radicals such as those 


who carried out this week’s was , 
sacre in Egypt. 

Arab leaders are bowing to 
popular pressure to shun Mr 
Netanyahu’s Israel, which is 
intent on keeping as much con- 
quered Arab land as it can and 
on colonising Arab east Jerusa- 
lem. The impasse in the peace 
process - which started when Mr 
Netanyahu started building the 
Jewish . colony of Har Homa in 
south-east Jerusalem - is slowly 
rehabilitating the ‘‘rogue” 
regimes. It is also fuelling a wave 
of anti-American sentiment 
across the region. 

Syria, disappointed in its quest 
to get Israel to return the Golan 
Heights, is moving to end its 20- 
year feud with Iraq. Iran and 
Iraq, which fought each other to 
a standstill in the 1980s, are 
mending fences. Even vital US 
allies such as Saudi Arabia have 
reopened their lines to Tehran. 

This week, the US-orchestrated 
Middle East economic summit in 
Qatar - the fourth since 1994 to 
include Israel and designed by 
Washington to underpin the 
peace process - was widely boy- 
cotted by Washington’s Arab 
friends. But they are expected to 
turn out in force at a 50- 
nation Islamic summit next 
month in Tehran, which is nei- 
ther Arab, nor friendly to Wash- 
ington. 

There is no shortage of conspir- 
acy theories in the Middle East 
purporting to explain these devel- 
opments. But what must be 
unquestionable is that the turn of 
events is not that intended by US 
policymakers. So why is tbe 
strategy misfiring in a way that 
appears to conflict with US 
national interests and set Wash- 
ington at odds with its allies? 

One answer is relative neglect 
Bill Clinton, the US president, in 
his second term has sought to 
devote foreign policy to issues 
that stand higher in tbe pecking 
order of US priorities than does 
the Middle East - the relation- 
ship with China. Nato enlarge- 
ment and a free band from Con- 
gress to forge global trade deals. 
But the potential for mayhem in 
a region that contains more than 
half the world’s proven oil 
reserves keeps on pressing the 
administration into service as a 


firefi ghter 

Thus, in recent weeks the US 
has reconvened Israeli and Pales- 
tinian negotiators in another 
attempt to revive the moribund 
Oslo peace process. Madeleine 
Albright, the US secretary of 
state, last week met Mr Netan- 
yahu and Yassir Arafat, the Pal- 
estinian leader, to explore the 
possibility of launching “final 
status" negotiations. These 
would resolve the future of east 
Jerusalem and Jewish settle- 
ments in the West Bank as well 
as the rights of 4m Palestinian 
refugees, and decide whether tbe 
Palestinians get a viable and 
independent state. 

Another reason for Washing- 
ton’s policy failure is its confus- 
ing stance towards Iraq and Iran. 
On Iraq. Mr Saddam's expulsion 
this month of Ameri cans in the 
UN weapons inspection team has 
handed Washington the opportu- 
nity to heal a split in the UN 
Security Council. France, Russia 
and nhi™ last month dissented 
from the US and the UK over a 
small addition to sanctions on 
Iraq for tailing to come clean on 
its weapons programmes. The 
Iraqi despot took this as the cue 
for his almost yearly challenge to 
the UN’s post-Gulf War sanctions 
regime. 

The split arose largely because 
Washington’s "dual contain- 
ment" policy has muddled up 
UN-endorsed sanctions against 
Iraq with its own unilateral sanc- 
tions against Iran - and against 
allies that do not adhere to them. 
Last year. Congress passed the 
Iran Libya Sanctions Act (Usa), 
obliging the administration to 
penalise foreign companies 
investing in Iran’s oQ and gas 
industry. 

Thus, while Washington is 
relying on France and Russia to 
provide a diplomatic solution to 
the Iraqi crisis, the administra- 
tion is poised - “within weeks” 

according to senior US officials - 
to decide whether to impose sanc- 
tions on Total of France and Gaz- 
prom of Russia for a $2bn invest- 
ment in Ir anian gasfields. 

Worse still, Petronas of Malay- 
sia is part of the Total consor- 
tium, while an Indonesian oil 
company has a stake in a Canadi- 
an-led investment in Iran also 


under investigation. If the US 
opts to impose sanctions on two 
big Moslem countries like Malay- 
sia and Indonesia, Arab leaders 
may be tempted to restore their 
boycott on companies doing busi- 
ness with Israel, as Syria and 
Iran are urging. 

Tbe third factor hampering US 
policy is linked with the inner 
workings of the US political sys- 
tem. US officials tacitly acknowl- 
edge that Dsa is an unworkable 
law foisted on tbe administration 
by a pro-Israeli Congress. But 
more than that, it is emblematic 
of the whole US policymaking 
process towards the Middle East, 
heavily influenced at critical 
stages by the pro-Israel lobby, 
arguably the most powerful inter- 
est group in the American politi- 
cal system. 


S anctions against com- 
panies investing in Iran 
are the brainchild of 
the American-Israel 
Public Affairs Commit- 
tee (Aipac). the spearhead of the 
pro-Israel lobby that bas aides 
attached to most congressmen 
and senators. Former Aipac exec- 
utives have this year taken over 
as chief fundraiser and co-chair- 
man of the Democratic National 
Committee. Aipac. by the esti- 
mate of one Israeli lobbyist, “is 
the engine which pulls the entire 
US foreign aid package” through 
Congress, including the huge aid 
packages for Israel and Egypt 
In addition, Martin indyk, the 
assistant secretary of state for 
Middle Eastern and Near Eastern 
affairs and former US ambassa- 
dor to Israel, emerged from the 
Aipac-aligned Washington Insti- 
tute for Near East Policy. 

According to one of the State 
Department's dwindling band of 
Arab specialists this has tended 
to mean the US has “stayed close 
to Israel" even though “on the 
substance, we’re actually closer 
to the Arabs - for land-for-peace, 
for a Palestinian state, and for 
keeping Jerusalem out of it”. 

The election of Mr Netanyahu 
has altered the equation. “The 
consensus here is that Bibi (Mr 
Netanyahu’s nickname] is a bull 
in a china shop,” says one influ- 
ential Democrat “Netanyahu has 
shown he’s prepared to circum- 


vent the administration and do 
his deals direct with the conser- 
vatives in Congress.” 

Whenever Mr Netanyahu 
addresses the Congress, he can 
count on more unconditional sup- 
port than in the Knesset. The 
White House and State Depart- 
ment are locked in debate about 
whether to apply pressure on Mr 
Netanyahu over the peace pro- 
cess. But Israel's government and 
the Washington lobby are busy 
promoting a series of bills before 
Congress designed to impose 
sanctions on Russia for exporting 
missile technology to Iran. 

This is becoming a matter of 
US domestic political rivalry. A1 
Gore, the US vice-president - 
long associated with the pro- 
Israel lobby and preparing a bid 
to succeed Mr Clinton - is seek- 
ing an agreement with Russia on 
sales to Iran. Congressional insid- 
ers say the Israel lobby is hedg- 
ing its bets with Mr Gore. 
Because 80-90 per cent of tbe 
“seed-money" - essential cam- 
paign funds for Democratic can- 
didates to finance their bids for 
the presidential nomination - is 
provided by Jewish donors, it has 
a lock-hold on Middle East policy. 

“In these circumstances, ask- 
ing what the national interest is 
is irrelevant." says one well- 
placed Washington official. 
"Money is essential to Middle 
East policy-making, and our abil- 
ity to make policy is being Bal- 
kanised.’’ 

The "domesticising" of Middle 
East policy is a sharp limit on 
Washington's ability to rein in 
Israel or to take strategic initia- 
tives that could command 
regional and international con- 
sensus. While no other country 
or bloc has America’s weight in 
the region, the US political sys- 
tem gives Washington very lim- 
ited ability to manoeuvre. 

In the corner of an office in the 
State Department there is a 
series of cardboard tombstones 
commemorating the death of 
failed policies in the Middle East. 
Among them is one that no doubt 
accurately reflects the adminis- 
tration's frustration with its 
Inability to punch its real weight 
in the Middle East. It says: “Here 
should lie Dsa - ill-conceived and 
making us ill.” 
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Henning SctmJte-Nbelle isn’t a 
froastfol man, bat neither does 
•‘bebebfive in hiding his Bght • 
under a bushel. The head of . 
'Allianz, Germany's biggest . 
insurer, has an understated style 
that belies tee company’s global 
’attentions. Heprefers to talk 

• ‘about being the world's best' 

‘ rather than the biggest 

• v.Ki iff Paris yesterday, the 
"emphasis 'was very modi on size 
as ScfcuSteNoell&gave details of 
■what looks likely to prove one of 

'-his and his company's biggest 
coups yet - anagreed ted for 
French iffsnrer AGF that win 
ipqt ABianz atthe top of the r 

irorid league. 

: / The moye waai’t entirely 
unexpected -Allianz had 

• radicated it might stake a 

- frteffQy more to save AGF from 
thehostfle dutches of Italy’s 
Assicuraztonl Generali; which 
tableda bid last month. ACS? 

. chairman Antoine Jeancourt- 
Gabgnam- who is of Italian 
descent and married, to a 
German - plumped for an 
arranged marriage with Allianz 
rather than a shotgun marriage 
-with Generali. . 

. ... Even more friendly is the way 
-the German company plans to . 
...let AGF keep its French identity, 
its French chairman and a large 
' number of Its French 


shareholders - Allianz only 
wants around 51 pa cent of AGF 
at a cost of DMSbn or so. ' 

Schulte-Noelle, a tall, 
disciplined 55-year-old with a 
duelling scar from his days at 
Tabingen university - one of 

five places where be studied law 
and business - has brought a . 
greater transparency to Allianz’s 
operations and put more 
emphasis oh earning hi ghinr 
returns for shareholders.' . 

’Whether those shareholders 
will be pleased with the AGF .... 
deal, and Allianz's role as a • • 
Teutonic white knight, remains 
to be seen. Schulte-Noelle now 
has to prove that corporate 
chivalry can be profitable.' 


Guest star 

■ The august Metropolitan 
Club, just a stone's throw from 
the White House, basnet exactly 
been in the forefront of efforts to 
promote ethnic or cultural 
diversity in America. But oft 
Monday night its dark wood 
panels and old-fashioned chintzy 
decor formed the backdrop for a 
revealing moment in the 
growing love affair between the 
Washington elite and tbe 
energy-rich republics of the 
former Soviet Union. 

It started with former US 
ambassador to Russia Bob 
Strauss presiding over a dinner 
for President Nursultan 
Nazarbayev of Kazakhstan - but 


the gnest of honour swiftly took 
charge of the proceedings. 

After a spot of Kazakh music, 
he held his audience of lawyers, 
politicians and lobbyists 
spellbound with a half-hour 
lecture ah geopolitics, with the 
assistance of a large map of Ms 
country's fabulous oil. gas and 
mineral resources. Tbe thrust 
was that Kazakhstan could came 
second to Saudi Arabia in Its oil 
wealth. 

: Nazarbayev revealed that his 
friendship with Strauss -was 
sealed when he took tbe 
septuagenarian Democratic 
party fixer to a steam bath and 
thrashed him soundly with birch 
twigs- he claimed to have done 
the same to Jim Baker, then US 
secretary of state. Presidents of 
wealthy countries have to know 
when to wield the big stick. 


Living doll 

■ The softer, kinder 1990s have 
dictated a change of image for 
one of the world's great cultural 
.icons: the Barbie doll. 

The traditional Barbie, scaled 
up to real hie, would be a 
wasp-waisted, busty giant The 
new Barbie win be more 
giri-next-door than blonde 
bombshell, with natuntlfish)- 
looking hair and figure, less 
make up and a finer nose. US toy 
manufacturer Mattel dmies that 
her more realistic dimensions 
are a cave-in to feminist critics 


who say the don has created an 
unattainable ideal for tittle girls. 

Old-style Barbie will still be 
available while the new model is 
being phased in next year. So if 
enough little girls insist that 
Mummy and Daddy stump up 
for tee glamorous pink princess. 
Barbie’s ample bosom could still 
be saved. 


Helter Schelto 

■ Amsterdam's strait-laced 
mayor Schelto Patijn, who has 
run the unruly Dutch capital for 
the past three years, is under 
siege from a group of anarchists, 
br andishing an official report 
saying his behaviour during the 
European Union summit in June 
was worse than theirs. 

A police complaints 
commission said there was no 
legal basis for the arrest or up to 
380 people on allegations of 
belonging to a criminal 
organisation - a rose to keep 
than off the streets while Kohl. 
Chirac. Blair and Co cavilled 
eway over drafts of tbe treaty 
which will bear the city’s name. 

Some were detained for 
nothing more subversive than 
the nocturnal banging of pots 
and pans outside hotels in the 
. hope of keeping sommiteers 
from their five-star beds. 
Amsterdam's “autonomous” 
movement, chuffed with taking 
on the system at its own game, 
says It will seek legal redress. 


100 years ago 

A Note Of Caution 
The newest member of the 
ecclesiastical group of Fire 
Offices is that of the 
Presbyterian Church in 
Ireland, whose first report 
runs to 15tb March last 
Worked at very small cost 
and with no claims as yet, 
there is an appearance of 
prosperity which induced the 
directors to declare a 5 per 
cent dividend on the capital. 
This is not good finance, and 
we drop a necessary note of 
warning at this early stage. 
Fire insurance is based on 
averages, but individual years 
have an awkward habit of 
varying greatly. No claims 
this year may mean a disaster 
next year, and the resources 
should be carefully 
husbanded until a proper 
reserve has been made. 

50 years ago 

New Iraq Pact 

Preliminary announcement is 
made of a new financial 
agreement between the 
Government of Iraq and the 
British Government. The 
object is the regulation of the 
extent to which sterling 
placed at the disposal of Iraq 
in the earlier pact of August 
Is to be used to effect 
payments in territories 
outside the sterling area 
whose currencies under 
existing conditions are 
“scarce." 
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Japan may use public 
funds to help banks 


Ely Gillian Tett in Tokyo 

Japan's stock market surged 
for the second day in a row 
yesterday after politicians said 
they were considering using 
public funds to support the 
country's wiling banks. 

The Nikkei 225 briefly rose 
through the 17.000 level before 
closing at 16,726.57 - 2.7 per 
cent up on the previous day’s 
close and almost 11 per emit 
higher than at the start of the 
week. 

The rise came after Taku 
Yamasaki, policy head of the 
ruling Liberal Democratic 
party, said the party was con- 
sidering establishing a govern- 
ment agency to purchase 
shares in ailing banks. 

The proposals, which would 
aim to strengthen the capital 
base of the banks, could be 
included in the next round of 
an economic package due to be 
announced in mid-December, 
politicians said. The comments 
heartened investors, who inter- 
preted them as a further sign 
that the government was at 


last taking steps to tackle the 
country's deep-seated financial 
problems. 

While the markets rallied on 
Monday after the government 
moved to close the loss-making 
Hokkaido Takushoku bank, 
analysts believe that a coher- 
ent policy will also involve aid- 
ing banks with the inherent 
strength to survive the bad 
loans crisis. 

Optimism was also boosted 
by Japanese media reports 
that Ryutaro Hashimoto, 
prime minister, had said he 
was considering the concept 
"This is good news," said 
Jason James, of HSBC James 
Capel. “The reports show that 
the government is opting to do 
something more severe to 
solve its problems.'* 

However, some officials at 
the finance ministry said they 
remained opposed to any use 
of additional public money - 
particularly given the coun- 
try’s large fiscal deficit 
And banking analysts 
warned that any such moves 
could still be blocked by ' 


bureaucrats. Betsy Daniels of 
Morgan Stanley said; "The 
stock market Is setting Itself 
up for disappointment - it is 
unlikely that they will really 
use public funds.” 

Until now the Japanese gov- 
ernment has been opposed to 
using public money to out 
the country’s ailing banks and 
brokers. However, with the 
country's planned "Mg bang” 
deregulation looming, the 
financial system is coming 
under mounting p ress u re. 

Earlier this week, Hokkaido 
Takushoku, the lOth-largest 
commercial bank, announced 
it was ceasing business - the 
first such collapse of a large 
bank in Japan. 

Meanwhile, the Economic 
Planning Agency yesterday 
revealed a package of eco- 
nomic reforms to boost the 
country's na g gin g economy. 

Long-term focus for reforms. 
Page 4; Building industry 
shakeout. Page IS; Lower 
orders, hit. Page 16; World 
stocks. Page 32 


US export bank to bypass 
Kremlin with business loans 


By Nancy Dunne 
in Washington 

The US Export-Import Bank is 
to bypass the Russian govern- 
ment and provide export finan- 
cing to businesses in Moscow 
and St Petersburg with city 
authorities providing the 
repayment guarantees. 

The break with normal prac- 
tice was devised by James Har- 
mon, the bank's president, 
after a recent visit to Russia 
where he was favourably 
impressed by the mayors of 
Moscow and St Petersburg. 

Mr Harmon said he also 
found the officials he met in 
Russia's banking community 
and the Duma to be “very 
intelligent, industrious, very 
responsible people". 

“1 was more positive about 
business than 1 ever expected 
to be. There are good relation- 
ships between the two (US and 
Russian ) business communi- 
ties," he said. 

Mr Harmon said he was 
aware there would be “bumps 
and crises" but said he 


believed there was no turning 
back from Russia's march 
towards a market economy. 

A senior Extmbank official 
said the bank was awaiting the 
necessary ftnanwai data from 
toe two cities before making a 
final decision about the munic- 
ipal guarantee policy. 

Mr Harmon, a former invest- 
ment banker, was also ebul- 
lient about Eximbank’s new 
lease of life through its four- 
year reauthorisation, which 
President BUI Clinton is pre- 
paring to sign. 

Earlier this year F.«mbanic 
was in deep trouble. It had no 
chairman or vice chairman, 
and some congressional 
Republicans were keen to pri- 
vatise it or severely cut its 
budget 

Mr Hannon, who took up his 
post in June, said he made per- 
sonal visits to more than 100 
congressmen to explain the 
role of Eximbank in markets 
where private finance is con- 
sidered too risky. 

The chairman has p lans to 
increase project financing. 


which ties repayment to reve- 
nue earned by its borrowers. 

In July it provided financing 
far a $l5.6m sale of air traffic 
control equipment to Georgia. 
But since toe government has 
not been considered a good 
risk - even by the more 
lenient standards of export 
credit agencies - Eximbank 
provided guarantees to Citi- 
corp, which will be repaid 
from the revenues that Geor- 
gia receives Gram international 
aircraft crossing its air space. 

Bihnjian lr has nlgn signed an 
agreement to provide direct 
loans to Russia hanks so they 
can extend loans to small and 
medium sized businesses out- 
side Moscow. 

In thru case, toe Russian gov- 
ernment will be asked to share 
the risk. 

Eximbank’s exposure in Rus- 
sia is now almost $ 2 bn, with 
about ¥S00m to SSOOm at risk 
in the newly independent 
states. 

See Lex 

Editorial Comment, Page 13 


Mubarak attempts to stamp out militants 


Continued from Page 1 

end of the year but was still 
operating in Cairo and the Red 
Sea. 

Deutscher Reisebflro Ver- 
band, toe German trade associ- 
ation for tour operators, said it 
had received numerous cancel- 
lations. 

Japanese operators, also fac- 
ing many cancellations, have 


said they will arrange alterna- 
tive holidays or pay refunds to 
those who cancel. 

Francesco Frangialli, 
secretary-general of the World 
Tourism Organisation, con- 
demned Monday's attack but 
said there was a danger that 
Egypt’s neighbours could be 
affected by an irrational senti- 
ment that all Arab countries 
were unsafe. 


Speaking at the World 
Travel Market exhibition In 
London, Mr Frangialli said 
that other countries toeing 
internal security problems, 
such as Sri Tanka , had been 
successful in limiting damage 
to their tourism industry. 

“The best way is to toll the 
truth and show tour operators 
and journalists what the real- 
ity is," he said. 


Virtual 
pets help 
Bandai 
quadruple 
profits 

By Bfictuyo Nakamoto 
In Tokyo 

The fad for tamagotchi, the 
virtual pets, boosted profits at 
Bandai, their Japanese cre- 
ator. nearly fourfold to a 
record Y6£tan (355m) for the 
first half of the year. 

Bandai is pinning its hopes 
on new versions of tamagotchi 
and related products support- 
ing rimflar levels Of «al<w irn rl 
pr ofi ts in the Traif. 

The strong profits rise came 
on a 72 per cent Increase in 
sales to Y7&2&IL Net profits of 
Y2.7bn were more than double 
last year’s YL3ta- 

Tfae tamagotchi tod, which 
triggered long queues at toy 
stores and a host of lookalike 
toys, appears to have abated 
I somewhat in recent months. 
Sales are now between Im and 
2m a month compared with 
3m a month at their peak. 

When the toys were 
launched a year ago, parents 
and teachers wumpiaitiwT that 
children were spending too 
much time and attention car- 
ing far their virtual pets. 

They also voiced moral 
concerns, saying that children 
would have less regard for the 
value iff life as the electronic 
chickens expired through 
neglect 

Bandai, which sold 10m 
tamagotchis in Japan alone in 
the first six months iff toe fis- 
cal year, said it hail made up 
far the lowe- monthly sales 
figures with related products, 
such as mascots that attach to 
cdlnlar phones and light up to 
signal an incoming «n. 

The comp any is also prepar- 
ing to launch a new version of 
the electronic chicken winch, 
when mature, will lay its own 
egg. 

The new versions, designed 
to appeal to the maternal 
instincts of the young girls, 
who often spark erases for ' 
toys in Japan, are scheduled 
to go cm sale in thfe Christmas 
season. 

Bandai has also benefited 
from another tod for Pocket 
Monster characters featured 
in a Nintendo video game. 

In the full year, Bandai 
expects to see a similar level 
of tamagotchi unit sales, at 
10m, but has conservatively 
forecast sales at Y242bn 
compared with Y98-7bn, recur- 
ring profits at Yllbn, against 
Y8.6hn, and net profits mar- 
ginally np at Y4.6bn from 
Y4Jbn. 

Earlier this year, Bandai 
and Sega, the video games 
maker, announced plans to 
merge to create one of the 
leading entertainment compa- 
nies in Japan. 

However, strong imposition 
within Bandai, spurred In part 
by the company’s success with 
tamagotchi, scuppered the 
deal. 


FT WEATHER GUIDE 


Europe today 

Scandinavia wiH be mostly dry and 
sunny, but It will be cloudy In the far 
north with some rain in places. The 
Low Countries. Germany, Austria 
and Switzerland wifl be cloudy, with 
some outbreaks of rain. France will 
be unsettled, with rain or showers In 
most parts. 

Many places in Spain and Portugal 
wffl have rain or showers. The 
remainder of the Mediterranean will 
have sunshine and showers, with 
some of the showers possibly 
turning heavy and thundery. The 
bulk of eastern Europe wiR be dry 
but cold, with some snow flurries in 
places. 

Five-day forecast 

Most of northern and eastern 
Europe wifl stay dry and cold, but 
with a strong risk of snow flurries. 
Western and central Europe will 
continue to be unsettled, with 
showers or rain. The Mediterranean 
wiD remain unsettled with further 
showers, and some of the showers 
wifl be heavy and, at times, 
prolonged, with thunder. 

TODAY’S TEMPERATURES 



Situation at midday . Temperatures maximum for day. Fo r nva&t abyPA WeetharContm 


Abu Dhabi 

Accra 

Algiers 

Amsterdam 

Athens 

Atlanta 

EL Aires 

BJram 

Bangkok 

Barcelona 


Madmunv 
Cettutf 
Fair 26 
Thunder 32 
Shower 22 
Fair S 
Wr 14 
Sun 15 
Fair 16 
Rain 11 
Thunder 34 
Cloudy 17 


Berlin 

Bermuda 


Bombay 

Brussels 

Budapest 

CJwoen 

Cairo 


Sun S 
Showere 13 
abet 6 
gleet 2 
Fair 24 
Thunder 18 
Thunder 34 
drizzle 7 
Fair 6 
Fair 4 
Sun 27 
Thunder 28 


Cardiff Rain 13 

Casablanca Shower 21 


Chicago 

Cologne 


Date 

Delhi 

Dubai 

Dublin 

Dubrevnh 


Fair 3 
Fair 5 
Thunder 31 
Sun is 
Sun 23 
Sun 28 
Shower 13 
hafl 10 


Edbbugh Shower 14 
Faro Shower 20 


No other airline flies to more cities 
around the world. 

Lufthansa 


Frankfurt Fair 4 
Geneva Shower 2 
Gbrakar Shower 20 
Glasgow Bam 13 
Hamburg Far 2 
Helsinki Cloudy >1 
Hong Kong Sim 22 
HonoUu Thunder 27 
hfertwi Shower 11 
Jakarta Thunder 33 
Jersey Shower 14 

Johamesbtig Sun 18 

Karachi Sun 31 
Kuwait Fat 27 

L. Angeles Sun 21 
Las Palmas Cloudy 25 
Lima Sun 25 

Lisbon Shower 17 
London drtzzia 13 
Lux-bomg Cloudy 4 
Lyon Shower 8 
Madeira Fair 22 


Madrid Fdr 13 

Majorca Shower 20 
Mdti F at IS 

Manchester Shower 12 
Manila Sun 30 

Melbourne Fair 22 
Mexico City "Thunder 25 
Mari Fat 25 

Mflan Fat 10 

Montreal Cloudy 4 
Moscow Cloudy -2 
Munich FWr 2 

Nairobi Thunder 25 
Naples Fat 13 

Nassau ' Thunder 30 
New York Shower 13 
Nice Fat 15 

Nicosia Thunder 22 
Oslo Sun 0 

Paris Cloudy 13 
Perth Sim 27 

Prague Cloudy -1 


FUo 

Roms 

SuftBCD 

Seoul 

Singapore 

Stockholm 

Strasbourg 


Sun 33 
Drzzf 5 
Thunder 28 
Far 13 
Fat iB 
Sun 9 
Thunder 31 

Far 2 


Tai Avtv 

Tokyo 

Toronto 

Vancouver 

Venice 

Vienna 

wavaw 

Wa shin gton 

WaOngton 

Winnipeg 

ZUlch 


Shower 18 
F«r 25 
Fat 16 
Fat 3 


Fit 4 
Cloudy -1 
Shower 14 
Shower IS 
Snow -1 
Cloudy 5 


THE LEX COLUMN 

Cosy alliance 


If AGE’S shareholders were intent 
cm getting the highest price, Alli- 
anz's FFr320 a share bid would, not 
be a knock-out The German group 
is offering less than 7 per cent more 
than its rival, Assicurazioni Gener- 
ali, and only wants to take 51 per 
cent at this stage. Nor does the offer 
look particularly generous on a 
multiple of just over 2 ~l times net 


FTSE Eurotop 300 index: 

S21.1 (+3.6) 


European Insurers 


Share price* rotative to teDataatroam 
European insurance Mm (DM terms) ' 


Would a tie-up with Allianz 
greatly improve AGF*s earnings 
prospects? Not realty. Allianz’s tiny 
market share in France offers few 
overlaps to maximise savings. The 
potential buyer would be better 
placed to cut AGFs costs if it were 
taking control of the hoard. Without 
Allianz, AO" has plenty of potential 
to improve earnings. Its privatisa- 
tion last year prompted an effi- 
ciency drive that has further to run 
and its imminent purchase of 
another French insurer, Athfina, 
offers obvious synergies. 

For Allianz, though, the gains are 
manifest It beefs up its presence in 
France, Spain and Belgium, and 
gains clout in mrinstriai insurance 
and asset management But it is 
offering less than it might in return 
for a cosy arrangement with incum- 
bent maniip»nv!nt AGF sharehold- 
ers should hope Generali returns to 
toe fray. 

Russia 

Foreign direct investment on the 
scale agreed by British Petroleum 
and Shell is a vote of confidence 
that the robber-baron phase of Rus- 
sian capitalism is nearly over. 
Unlike the foreign investors who 
dumped Russian financial assets in 
recent weeks, BP and Shell see their 
investments in Sidanco and Gaz- 
prom bolstering reserves well into 
the new century. 

Encouragingly far Russian corpo- 
rate governance, both companies 
have won influence on management 
to match their investments. For its 
10 per cent stake in Sidanco, BP has 
a seat on the board and the right to 
appoint the finance director and 
chief operating officer. And 
although Shell will not grace Gaz- 
prom's board, it will control 50 per 
cent of the company used for joint 
projects. 

However, the real impact on the 
Russian economy will come not 
from foreign direct investment but 
from radical rrf hrm of toe sham- 
bolic tax system, 'mis has spawned 
a booming black market and prob- 
lems of non-payment of taxes, 
wages and supplies. Depressed tax 



- Jm- «07 -. Now 
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revenues have in turn pushed up 
budget deficits, public borrowing 
and finally interest rates for every- 
one. Until the state stops crowding 
out legitimate private sector enter- 
prise, it will remain at the mercy of 
foreign capital. 

Dow Jones 

Are Dow Jones' long-suffering 
shareholders about to see their 
dreams come true? Not only has the 
US business information group 
admitted It is considering selling Its 
loss-making Dow Jones Markets 
unit; it is also in discussions with 
General Electric over a linkage 
which would give Dow Jones news 
an outlet (Hi CNBC, GE’s successful 
financial television network. 

Both moves would be good news 
for rebel shareholders who have 
been fighting the company’s plan to 
invest $650m in Dow Jones Markets, 
the former Telerate- Having over- 
paid for Telerate in the first place, 
Dow Janes’ management toiled to 
keep pace with rapid technological 
change in the screen-based news 
and data market, falling behind 
Reuters and Bloomberg. Given the 
investment and management effort 
now needed, it makes more sense 
for Dow Janes to sen. 

Reuters and Bloomberg are not 
the most likely buyers since they 
are already winning market share 
from Dow Jones and there could be 
monopoly difficulties. There is a 
much stranger logic for the also- 
rans of the business. Bridge and 
-Thomson Financial Services, which 
would /amp into the top three if 
they bought Dow Jones Markets. 

After getting rid of the unit, Dow 
Jones should push ahead with fur- 
ther divestments. An obvious candi- 


date is Ottoway Newspapers, its 
local newspaper business, which is 
not strategic and could command a 
lofty multiple. And there Is still the 
hope that GE's ambitions may 
extend wen beyond TV news. 

Vodafone 

Was Vodafone's decision to cut its 
prices by 10-20 per cent really a 
- reason for shareholders to gnash 
their teeth? Almost certainly noL 
True, lower prices would knock 
about £60m off the mobile phone 
group’s *"" nal profits if there was 
no impact on volumes. In foct, the 
boost to both subscriber numbers 
and usage should be more than 
e no ugh to offset the lower prices. 
The shift is particularly si gnifican t 
because Vodafone, the market j 
leader, has traditionally maintai n ed ! 
a bigh price umbrella under which ! 
competitors have sheltered. I 

One only has to look to continen- j 
tai Europe to see how anaemic the 
UK cellular market has become. 
British operators are adding cus- 
tomers at a rate equivalent to 2.6 
per cent of the total population on 
an flwinaiisert basis, according to 
SBC Warburg. Other European 
countries range from a low 3J> per 
cent in Spain to an astonishing 14.1 
per cent in Finland. The UK, having 
once been a leader, is slipping down 
the league. Lower prices are only 
part of the answer. Better advertis- 
ing, to change the psychology that a 
mobile phone is a premium product, 
is also needed. More price cuts from 
Vodafone and rivals may be in the 
nffing , but investors should not 
worry. 

Laura Ashley 

So the rocket that was Ann Iver- 
sen, Laura Ashley's chief executive, 
has come crashing to earth - amid 
predictable gales of Schadenfreude. 
Two lessons can be drawn from this 
sorry episode. First, much Is made 
of the desirability of retail vision. 
Less is heard about delivering it. Ms 
Iversen tolled not so much because 
she was going in the wrong direc- 
tion biff because she tried to get 
there too tost The substance of the 
vision ceases to matter when it can- 
not be implemented. The second les- 
son is that presentation counts; by 
talking 1 a big game, Ms Iversen set 
herself up for a &1L A little more 
modesty early on and she would 
have been less vulnerable. 

Additional Lex on Little woods. 
Page 19 



Number One 
in Portuguese Banking 

Cafaa Garni do Depdsrtos, SA, established In 1876, is Portugal* largest bank. 
As an untersal bank. CGD operates an ettensive 500 branch network offering a 
wide range of financial services In the domestic and intamatioruti markets 
CGD leads Portugal's most important financial group with major subsidiaries in 
commercial banking, insurance, teasing, factoring, fund management real estate 
and venture napftaL 


branch In Madeira, a full branch In Paris, a bank in Brazil, three banks In Spain, a 
bank In France and a network of correspondents In more than- 100 countries. 

A soW Institution and a tSvershted Group to offer you a complete service 

worldwide. 
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INSIDE 


Seoul bourse *yet 
to hit bottom’ 


Analysts believe tbe Seoul stock market not 
yet hit bottom as the index approaches its low- 
est level since 1987. Hie fell in the currency, the 
won. Is expected to encourage the exodus of 
investors worried about losses. Page 33 

Guinea attacks bauxite partners 

Fassine Fo fana, minister of natural resour ces 
and energy far Guinea, the west African country 
that is the world’s second-largest bauxite pro- 
ducer, made a bitter attack on some of the for- 
eign aluminium companies that have dominated 
tbe bauxite industry in his country- Page 22 

Asian cruise company set up 

Several Singaporean companies set up the coun- 
try’s first locally owned sea cruise group, ignor- 
ing concerns that south-east Asia's smog »nrf 
the regional economic downturn made it an 
inopportune time for the launch. Page 17 

Dresdner RCM rales out bid for LOT 

Dresdner RCM Global Investors, tbe asset man- 
agement company owned by Dresdner RanV 
ruled out a bid for the whole of LGT Asset Man- 
agement, the company put up for by Prince 
Philipp of Liechtenstein this week. Page 16 

Renong sale spells disarray 

Tbe purchase of a large stake in u*»nnng . Malay- 
sia's top infrastructure company , by UEM, its 
subsidiary, is a sign of deep financial disarray in 
the corporation that carries the government’s 
modernising vision upon its shoulders. Page 16 
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UK aerospace group in talks with Finmeccanica over strategic alliance 


BAe seeks an Italian connection 


By Pam Bette in Milan 


British Aerospace, the UK 
aerospace group, is in talfcg 

with Finmeccanica over a stra- 
tegic alliance with Alenia 
Aerospazio, the Italian state 
holding company’s civil and 
military aircraft division. 

If successful, the fates could 
lead to a broad tie-up between 
the two countries’ aerospace 
industries as part of tbe push 
tow ards consoMatfam In Euro- 
pean aerospace Awfanrw* to 
compete with big US rivals. 

Finmeccanica has already 
reached a preliminary agree- 


ment with GECMarconi of the 
UK to pool their defence elec- 
tronics ?nri avionics activities 
Mo three joint ventures. Talks 
are also continuing between 
Pinmptyflnir« Agusta heli- 
copter subsidiary and West- 
land of tbe UK to intensify 
their wvfcrtmg partnership. 

~p A ** a nd Alenia Aerospazio 
are understood to have gtpngrf 
a memorandum of nnf| pi*g t<irMi. 
tog this year to examine the 
possibility of joining forces. 
The two companies have 
a*t*tan g»rf extensive infixma- 
tian and are expected to look 
at whether there is scope for a 


corporate alliance. However, 
o fficials close to tbe discus- 
sions say Finmeccanica's talks 
with BAe are far more compli- 
cated than the proposed alli- 
ance between the Italian com- 
pany and GEC-MarconL - 
BAe is much larger than 
Alenia Aerospazio, mitring it 
difficult to forge a 5050 joint 
venture. More important, the 

Italian mm parry jg no t a part- 
ner in the European Airbus 
civil aircraft consortium in 
which BAe has a 20 per cent 
stake. The Italian company, 
which h<ne traditionally collab- 
orated with the big US civil 


-aircraft makers as a subcon- 
tractor, has said it now wants 
to join the Airbus partnership. 

UK efforts to forge strategic 
links with the Italian aero- 
space and defence industry 
have intensified following the 
collapse of the attempt to 
negotiate a broad European 
defence partnership with 
Thomson CSF of France. BAe's 
Italian campaign also appears 

to reflect its wider ambitions 
to put together a single Euro- 
pean aerospace and defence 
company to compete against 
the increasingly concentrated 
US aerospace and defence 


industry following the merger 
between Boeing and McDon- 
nell Douglas. 

However, BAe has come up 
against resistance from the 
French and also at home from 
GEC and Rolls-Royce. 

Finmeccanica's negotiations 
with the UK companies are 
part of a restructuring and pri- 
vatisation plan. The Italian 
aerospace, defence, transport, 
energy and engineering con- 
glomerate is seeking to privat- 
ise itself through a series of 
international alliances. 


Editorial Comment, Page 13 


Japan’s building 
industry shows 
signs of shakeout 


By Befhan Hutton in Tokyo 


More signs of an impending 
shakeout In Japan’s construc- 
tion industry yester- 

day as several iwarfin^ compa- 
nies announced lower than 
expected first half earnings 
and cut fall-year profit fore- 
casts, while others extended 
restructuring plans. 

One troubled medium-sized 
contractor. Sato Kogya, which 
has been undergoing restruct- 
uring, denied rumours it was 
facing a financial crisis. Its 
managing director said specu- 


lation that it was about to file 
for bankruptcy or dishonour 
its MHa were groundless. 

Another contractor, Tobish- 
iTYYa, was plagued by similar 
rumours for weeks before it 
reached an «» « migiwwnt with 
creditors earlier this -year. 

AoM, another medium-sized 
contractor undergoing 
restructuring, said it would 
halve its overseas operations, 
cut staff, sell some assets, and 
reduce executive pay by 10 to 
20 per cent It also plans to 
unwind some cross-holdings 
with five banks that are 
among its big shareholdera. 

Fqftta, a second-tier general 
contractor, announced a 125 
per cent drop in first-half net 
profits and said representa- 
tives of two of its main banks 
would join the board to assist 

with restructuring. Tbe com- 
pany said it planned to dispose 
of Y25ta (XL99m) of bad loans 
in fixe current financial year, 
rather than the YlObn previ- 
ously announced. 

Steven Weller, construction 


sector analyst at Jaxdioe Flem- 
ing Securities in Tokyo, said 
more bankr u ptcies in the sec- 
tor would be welcomed, 
despite the short-term pain. 
“Every time we see these com- 
panies get supported, it is 
actually taken negatively by 
tbe market, 1 * he said. 

Debt burdens and p ro p erty 
losses rfarfng from the “bub- 
ble" era of the late 1980s are 
still weighing on many con- 
struction companies’ balance 
sheets, and orders have 
declined due to the current 
economic slowdown and public 
spending cuts. Housing starts 
dropped 23 per cent over the 
past quarter, public works 
starts fell 10 per cent, and con- 
struction orders 19 per cent. 

With little prospect of 
growth in demand to reduce 
the excess capacity in tbe 
industry, fid margins already 
squeezed, the best outcome for 
the healthier companies in the 
sector would be if tbe weaker 
elements were allowed to fell. 
Three listed construction com- 
panies have filed for bank- 
ruptcy already this year. 

"The only thing that Is keep- 
ing many of there com panie s 
alive is record low interest 
rates and the supportive dispo- 
sition of their creditors, but it 
is starting to unravel," said Mr 
Weller. 

Lenders are starting to 
refuse support to the weakest 
companies In all sectors, as 
demonstrated by Monday’s col- 
lapse of Hokkaido Takushoku. 
a top-20 bank. 


Lower orders. Page 16 



Alliinz chairman Henning Schutte-Noelle, right, with his AGF opposite number Antoine 
Jeanconrt-GfiUgnani answer questions at a Paris news conference after the Allianz offer 


Allianz boss hints at AMB sale 


By Antfrew Jack in Paris 


Allianz's FFrSObn (S10.5bn) 
friendly takeover bid far AGF 
of France could lead to the sale 
of AMB, the German Insurer 
winch Is controlled by the two 
groups. 

Henning Schulte-Noelle. 
chairman of Allianz, said at a 
press con f erence in Paris yes- 
terday that mrfthar Allianz nor 
AGF considered AMB to be “a 
strategic investment". 

His comments came in spite 
of assurances in the past by 
Antoine Jeancourt-Galignanl. 
chairman of AGF, that AMB 
was a strategic asset. AGF 
holds a 33 per cent stake, while 
Allianz holds 5 per cent 
directly and a far larger influ- 


ence through cross-sharehold- 
ings with allies such as 
Dresdner Bank. 

Allianz, Germany's biggest 
insurer, announced the bid 
late on Monday. It wants to 
acquire 51 per cent of AGF, 
through either a cash offer at 
FFr320 a share or the issue of 
“detachable rights" guarantee- 
ing compensation if AGF’s 
shares have not reached 
FFr360 by June 2000. 

That compares with the 
FFr300-a-share hostile bid 
launched last month by the 
Italian insurer Generali, which 
triggered AGF*s search for a 
“white knight”. 

Mr Schulte-NoeDe said Alli- 
anz would maintain a minor ity 

presence on AGF’s board. 


“Bringing together the two 
.groups would initiate signifi- 
cant operational synergies, 
both through increased reve- 
nues and reduced costs," he 
said. 

Mr Schulte-Noelle also indi- 
cated that AGF would, under 
his control, maintain its 
planned purchase of the 
French insurer Athfena, part of 
the Worms group for which 
AGF and Ifil of Italy have 
made a friendly joint bid. 

Top managers at Generali 
were bolding closed-door talks 
at the company’s headquarters 
in Trieste yesterday. 


Editorial Comment and 
Observer, Page 13; Lex, Page 
14; Background, Page 18 


Electronics 
industry 
warned of 
palladium 
shortage 


By Kenneth Gooding 
In London 


Warning was given yesterday 
of a severe shortage of palla- 
dium, a metal essential for 
some components of portable 
electronic equipment such as 
mobile telephones and laptop 
computers, as well as for cata- 
lytic converters that remove 
pollutants from car exhausts. 

“Palladium use continues to 
grow strongly but production 
lags well behind. Soon after 
2000 we could be in a very 
difficult situation unless 
industrial users take heed 
now," said Mike Steel, 
research director at Johnson 
Matthey, the world's biggest 
platinum and palladium 
marketing group. 

He said consumers had been 
relying on Russia's palladium 
stocks to fill a substantial gap 
between demand and supply. 
JM believes these stocks will 
run out soon after the end of 
tbe century. 

Mr Steel said there had been 
a preview of potential trouble 
earlier this year when Russia, 
which produces 70 per cent of 
the world’s palladium, stopped 
exporting the metal for six 
months. This helped to drive 
the price to its highest lev-el 
for 18 years - S245 an ounce - 
in August. Although it has 
fallen back since Russian 
exports restarted, tbe price 
remains roughly double its 
level at this time last year. 

The substantial price rise 
and worries about supplies 
have already forced the elec- 
tronics industry to intensify 
its efforts to replace palladium 
with base metals, particularly 
nickel. 

Although base metals would 
benefit most from growth of 
electronic equipment sales, 
palladium was essential for 
those components needing 
high relkabiity - used in avia- 
tion and some automotive 
applications, for example. 

JM's latest market review 
suggests that palladium 
demand this year, at 7.44m 
ounces, will exceed supplies 
by 1.79m ounces. In the past 
five years, more than 9m 
ounces have been withdrawn 
from Russian stocks. When 
the stocks are exhausted, Rus- 
sian sales will depend on the 
production from its Norilsk 
Nickel combine. 
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Loosened bonds break 
free from stocks 



Bonds - high 
quality ones, 
anyway - have 
suddenly 
acquired an 
extra appeal as 
the equity risk 
premium ha« 
widened and 
there is nervous speculation 
about global deflation. 

In good times, investors 
regard bonds as pom relations 
of stocks. Tbe two classes of 
securities move more or less 
together, bat the overall 
r eturn an equities is higher - 
so why bother with bonds? 
After all, in recent years, 
bonds have turned out to be 
riskier, in the sense of more 
volatile, notably to 1994. There- 
fore, US mutual fund buyers, 
for faghwiee. have gMftgri deci- 
sively from bond funds to 
stock funds during the 1990s. 

In the past few months, how- 
ever. bonds and stocks have 
parted company. The US 
30-year Treasury bond yield, 
for instance, has fallen, since 
August from 6.7 per cent to 
scarcely above 6 per cent, but 
tbe US equity market has 
suffered a shakeout over the 
game period. The previous 
surge of strength in bonds 
between April and July, how- 
ever, had been more than 
matched by stocks. 

We have become used to the 
stock and bond markets being 
tied together through yield 
ratios - originally the ratio of 
bond yields to equity dividend 
yields, although the latter 
have tended to be replaced by 
paraingg yields as dividends 
have dwindled. Thera has 
always been something uncon- 
vincing about this relationship 
because a nominal yield is 


being compared with a real 
yield. Perhaps that is why the 
ratios have varied for opaque 
reasons between different 
countries (and, over long peri- 
ods, In the same countries). 

There are rough and ready 
Implied adjustments being 

marfa far Inflation hnr n Hi gh 

inflation in the 1970s led to 
underpricing of equities. As 
infla tion declined, the valua- 
tion basis strengthened consis- 
tently. and the general view is 
that still lower inflation would 
justify even fancier earnings 
multiples. That, at any rate, 
was the bull market argument 


We have become 
used to stock and 
bond markets 
being tied 
together through 
yield ratios 


earlier this year as multiples 
in the US rose to well above 20. 

But zero inflation or, worse, 
actual deflation would imply 
the general loss of corporate 
pricing power. Equity risk 
would rise and average valua- 
tions should weaken. The pre- 
cedent Is provided by Japan, 
where bond and share prices 
have been moving In opposite 
directions since 1990. 

At tiie start of the decade, 
Japanese government bond 
yields were a little higher than 
present US Treasury yields, 
but they are sow L7 per cent, 
so that bonds have given 
strongly positive total returns 
while the stock market has 


tumbled 60 per cent In Tokyo, 
there has been a clear pattern 
in recent years of bond prices 
responding positively to epi- 
sodes of economic weakness as 
investors have sought safety, 
however low the yield. 

Now there is talk of possible 
panic buying of “safe haven” 
US Treasuries as Asian mar- 
kets melt down and global eco- 
nomic growth decelerates 
sharply. Already 30-year Trea- 
sury bonds yield less than Ger- 
man or French equivalents, 
bat, at the 10-year benchmark 
level, dollar yields remain 30 
basis points or so higher, influ- 
enced by relatively high dollar 
short-term rates. 

As for the near future, the 
virtual disappearance of the 
budget deficit and the evident 
determination of the US Trea- 
sury to issue inflation-linked 
“TIPS" rather than fixed Inter- 
est bonds provide scarcity 
arguments for lower conven- 
tional yields. 

Against that, there is the 
risk that financial collapses in 
the Far East will force the sale 
of US Treasuries as central 
banks defend their currencies, 
while ailing private sector 
institutions seek to plug holes 
in their balance sheets. 

Moreover, if the US economy 
is slowed by Asian problems, 
and the surge of capital gains 
tax receipts is halted by a 
stock market setback, the bud- 
get deficit will widen again 
and - surprise, surprise - 
there may turn out not to be a 
shortage of Treasuries, after 
all But if you are pessimistic 
enough to believe that high 
grade paper will be in short 
supply in a risky world, you 
should put US Treasuries on 
your buy list 
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Lower orders hit Japan’s contractors 


By Be than Hutton 
in Tokyo 

Japan's largest construction 
companies reported lower- 
than-expected first-half prof- 
its as public spending cuts 
and the consumption tax 
increase led to lower orders. 

All the companies bad 
forecast lower profits, but 
the worsening economic con- 
ditions surpassed predic- 
tions. Full-year forecasts 
were revised downwards by 
about half of the companies 
reporting yesterday. 

UnMitia a civil engineer- 


ing contractor, said restruct- 
uring would push it into its 
first annnai net loss in 20 
years. It also expects to sus- 
pend dividends for the first 
time. 

The first-half net loss 
reached Y29.6bn <$235m), 
against a profit of Yl.lbn, 
while the full-year net loss is 
expected to hit Y72bn, after 
an extraordinary loss of 
Y128bn from restructuring 
measures. Part of the 
extraordinary loss will be 
offset by the sale of around 
Y40bn of assets, including 
the site of its headquarters. 


p* *ams bad previously 
forecast a net profit of Y2bn. 
Pre-tax profits should 
increase almost 50 per cent 
to YISbn, because of sales of 
securities. Sales, which were 
down 7.6 per cent in the first 
half, are forecast to fall 6.7 
per cent in the full year, to 
Y528bn- 

Pre-tax profits at Kajima, 
one of the leading general 
contractors, fell 19.6 per cent 
to Y&25bn at the half-year 
and sales dropped 12.7 per 
cent to Y578bn. below the 
forecast Y600bn. Kajima 
maintained its Interim divi- 


dend of Y-4.5. Forecasts fbr 
the full year were 
unchanged with sales likely 
to be Yl^OObn, down 6,4 per 
cent; pre-tax profit of Y22bn, 
down 12.2 per cent; and net 
profits fractionally down at 
YlOba. 

Obayashi, another of the 
big five contractors, reported 
a 45 per cent drop in interim 
pre-tax profits, to YS.35bn, 
with net profits down 35.6 
per cent Orders fell 17.7 per 
cent overall, despite an 
increase in overseas orders. 
Obayashi cut its full-year 
forecast for pre-tax pr ofi t s to 


Y27bn. down 8.2 per cent 
from last year’s figure, and 
6.8 per cent lower than the 
previous estimate. Sales are 
expected to fall 4.7 pa- cent 
to Yl,440bn and net profits 
down 1.4 per cent to YLL5bn, 
rather than a projected 
Increase to Y13bn. 

Taisel cut its full-year fore- 
cast for parent pre-tax prof- 
its to Y23bn from Y27bn, 
against last year's actual fig- 
ure of Y2G.lbn. Sales are 
expected to decline to 
Y1 ,4501m. against last year’s 
Yl,566bn, and the previous 
forecast of YL500bn. 


Nishfmatss mafntefapd its 
profit forecast, but reported 
first-half earnings below 
expectations. Pre-tax profits 
dropped 42.4 per cent to 
Y7-54bn. and net profits fell 

44.7 per cent to Y324bn- 
Shimizu's first-half earn- 
ings came in almost exactly 
on target, but were helped 
by Y4.6bn from sales of 
shareholdings, as revenues 
fell L9 per cent- As expected, 
first-half net profits dropped 

42.8 per cent to Y2J)bn, 
partly because of valuation 
losses. Shimizu left its full- 
year forecast unchanged. 


Walt Disney earnmgs surge to record $2bn 


By Christopher Partes 
in Los Angeles 

Walt Disney yesterday 
reported record annual earn- 
ings of almost S2bn and set 
the stage for further 
advances in the current 
year. 

Net income rose 18 per 
cent in the final quarter to 
2411m, taking profits for the 
year to $1.97bn - a 25 per 
cent increase. 

Earnings per share In the 
quarter to the end of Sep- 
tember matched analysts' 
estimates with an 18 per 
cent rise to 60 cents, while 
the annual figure rose 25 per 
cent to $2.75. 

The results had given the 
group "important momen- 
tum’* as it prepared to 
launch several new busi- 
nesses during 1988, said 
Michael Eisner, group chair- 
man and chief executive. 

Disney’s Animal Kingdom, 
the fourth and biggest theme 
teik in the company’s Flo- 
rida complex, is due to open 
in April, shortly after the 


maiden voyage of the first of 
two ships ordered to launch 
a venture in cruising 
between the company’s Flo- 
rida properties and its pri- 
vate island in the Bahamas. 

Further US openings are 
planned for Club Disney 
family entertainment ven- 
ues. mainly in suburban 
shopping malls, and the 
group also plans to roll out 
the ESPN GrlQ. a chain of 
sports bars and restaurants 
to exploit the brand of its 
cable sports networks. 

The fourth quarter's prog- 
ress was driven mainly by a 
20 per cent rise to $448m in 
operating income at the cre- 
ative content division, which 
includes fflrn, videos, retail- 
ing and related products. 
Revenues were 2 per cent 
higher at $2.74bn. 

Among films. Disney cred- 
ited the international suc- 
cess of Hercules and the 
domestic release of George of 
the Jungle, a live action fea- 
ture which helped compen- 
sate for the relatively weak 
US showing of Hercules. 



Battling on: the international success of Hercules helped co m pensate for file film's relatively weak showing In file US 


Broadcasting results 
Showed Signs of ran tinning 
problems with the ABC tele- 
vision network. Operating 
income rose only 1 per cent 


to $24lm on revenues up 9 
per cent at $1 Jjbn. 

However, theme parks 
came in with record earn- 
ings for the quarter and the 


year with annual operating 
income ahead 15 per cent at 
SLlbn while the final three 
months showed a 12 per cent 
rise to $272m. 


Group revenues in the 
closing quarter rose 5 per 
cent to $5.5hn, bringing the 
year’s total to $22J>bn. up 
6 per cent 


Dresdner RCM 
chief rules out 
bid for LGT 


Renong reveals the cracks 

The share purchase by UEM is a sign of financial disarray 


By Jane Martinson, 
Investment Correspondent 

Dresdner RCM Global 
Investors, the asset manage- 
ment company owned by 
Dresdner Bank, yesterday 
ruled out a bid for the whole 
of LGT Asset Management, 
the company put up for sale 
by Prince Philipp of Liech- 
tenstein earlier this week. 

In announcing final regu- 
latory approval for the com- 
pany's change of name yes- 
terday, BQl Price, chairman, 
said an acquisition of LGT 
was "nowhere on the radar”. 

He denied any interest in 
further acquisitions "for 
some time out into the 
future" as the group concen- 
trated on its offering its 
asset management products 
around the world. 

The group, which manages 
$55bn in assets, would be 
more likely to look at indi- 
vidual fund managers or 
teams rather than the whole 
business. 

The Liechtenstein royal 
family decided to put LGT 
Asset Management up for 
sale after a strategic review 
highlighted the increased 
dominance of global groups. 


The company, which man- 
ages fends of almost £40bn 
in the US and continental 
Europe, is expected to fetch 
more than Slbn. 

The sale is expected to 
attract large European or US 
banks because of its size. 

Dresdner Bank. Germany's 
second-largest bank, was 
seen as a potential candidate 
as it has emphasised its 
interest in developing its 
asset management activities 
in the UK and elsewhere. 

Yesterday’s launch offi- 
cially ended the association 
between the Klein wort Ben- 
son name and asset manage- 
ment. 

Dresdner bought Kle in- 
wort Benson in 1995. Last 
November it announced it 
was restructuring its non- 
German asset management 
operations under RCM Capi- 
tal Management, an institu- 
tional fund manager based 
in San Francisco. Kleinwort 
Benson remains as part of 
the investment banking 
name. 

Mr Price said yesterday’s 
approval was the result of a 
year's work in creating “a 
seamless, global asset man- 
agement company”. 


T he purchase of a large 
stake in Renong, Mal- 
aysia’s top infrastruc- 
ture company, by its subsid- 
iary, UEM, is a sign of deep 
financial disarray in the cor- 
poration which carries the 
government’s modernising 
vision upon its shoulders. 

UEM, a toll-road operator 
and darling of foreign inves- 
tors, was obliged to buy 
723m shares, or a 32.6 per 
cent stake, at a hefty pre- 
mium to the market price far 
a total M$2.39bn (US*716m). 

Analysts said the restruct- 
uring was aimed at baling 
out Renong, freeing cash to 
allow the company to con- 
tinue with key projects and, 
perhaps most important, pro- 
viding its controlling share- 
holder. Halim Saad, with the 
means to service what bank- 
ers say are large personal 
debts in US dollars. Neither 
Mr Halim, Renong nor UEM 
would make any comment 
on the deal. 

Mr Halim has been known 
to Invest in some projects 
through various, often confi- 
dential. personal investment 
holding companies. He used 
one, a Hong Kong-registered 
company, earlier this year to 
buy the National Steel Cor- 
poration of the Philippines 
for more than M$ibn. bank- 
ers said. 

The UEM deal may have 


Involved Mr Halim, who is 
believed to hold nearly 30 
per cent of Renong’s shares, 
selling some or all of his 
holding to UEM to raise 
cash, analysts said. 

“It appears that foreign 
bankers were starting to call 
in their debts as collateral 
values fell,” said one invest- 
ment analyst in Kuala 
Lumpur. 

Renong’s share price fell 
56 cents, or 20 per cent, to 
MS2.31. ITEM'S shares, how- 
ever, fell M$3J36, or 38 per 
cent, to M£L39 yesterday. 

Industry analysts said that 
sentiment had turned 
against UEM mainly because 
it had borrowed the M$2.4bn 
it needed to finance the deal 
from local banks at a time 
when interest rates are cer- 
tain to rise. The loan is to be 
serviced by revenues from 
UEMs 30-year toll conces- 
sion on the North-South 
Highway. Malaysia’s flag- 
ship privatisation project 
which went into, operation in 
1994. 

But the revenue stream 
from this project is not 
assured. A debate is taking 
place in political circles as to - 
whether UEM will be 
awarded the 6 per cent toll 
increase from January 1998. 
as stipulated in its privatisa- 
tion contract 

Some politicians insist 


that in the current economic 
downturn, people cannot 
bear the burden of such an 
increase. They favour rene- 
gotiating UEM’s toll 
contract , 

Renong, which is the 
financial arm of the United 
Malays National Organisa- 
tion, the country’s dominant 
political party, is burdened 
with considerable costs 
for projects which the gov- 
ernment regards as top 
priorities. . 

One is the M$4L35bn Putra 
light rail system in Koala 
Lumpur, which the govern- 
ment wants finished by the 
Commonwealth Games in 
September 1998. 

E quity financing for 
Putra is all but impos- 
sible because of the 
depressed stock market. 
Other projects which will 
require fends in the foresee- 
able fixture are PutraJaya, a 
M$20bn administrative city 
under construction, and 
Cyberjaya, a M$l0bn city 
near Kuala Lumpur which is 
due to be built from next 
year. 

Renong is the leading pri- 
vate sector company in both 
projects and must shoulder 
much of the fundraising 
burden. 

Dr Mahathir Mohamad, 
the prime minister, insists 


that the two city projects, 
which form the infrastruc- 
ture for his “mul timedia 
super corridor” — a kind of 
“Silicon Valley” — must go 
an. Analysts, however, said 
that the effectiveness of 
Renong’s participation in the 
project was now in doobL 
The implications of the 
UEM deal, though, go 
beyond the Renong group. 
The fact that authorities 
granted the toll operator a 
waiver from having to make 
a general offer fix: Renong 
undermined the sanctity of 
corporate governance in Mal- 
aysia, analysts said. The 
rules state that any com- 
pany acquiring more than a 
33 per cent stake must make 
a general offer. (Mr Halim's 
personal stake in UEM 
would have taken their com- 
bined stake in Renong to 
beyond 33 per cent) 
Investors have started to 
scour Malaysia’s corporate 
landscape far other cash-rich 
subsidiaries which could be 
pi l laged by an Indebted par- 
ent with dose political ties. 
“The fact that this happened 
probably means that there 
are more bale-outs down the 
road," said Chong Yoon 
Chon, Investment manager 
at Aberdeen Asset Manage- 
ment in Singapore. 


James Kynge 


PUBLIC NOTICES 


NOTICE PUBLISHED BY THE SECRETARY OF 
STATE UNDER SECTION 7(7) OF THE 
TELECOMMUNICATIONS ACT 1984 
TteSccn^ of Swehcrdpjiva note as fallows. 

1. She m e n ds to revoke oo 31 December 1997 the Class Licence lo run 
Branch Sysnsns k> provide Tdeconuiauieaikm Services which was 
granted by (he Seornary of State under Section 7 of the 
TelecaaonmicaAmt Act >984 flhc Act*7 an 9 September 1996 and 
on31 December 1997 issue a new Class Licence to run Branch 
Systems to provide Tetecomroumcawms Services. The Bcencc win 
be for a period of 25 years subject to wife revocation in 
drcumstaoocf sp eci fied in (he li ce n ce. 

2. Vuioos amendment! have been made to the licence ro bring the 
coufitioos and defintaow into hoc with the raqvhcmoms of the EC 
Licen sing Directive (97/13/EQ, the EC In t er c onnec tion Directive 
(97/33/EC) md fbr ether reasons. There on four main variations 
between the current licence and the new licence. (?) The introduction 
of new condhiBng on fair trading, controlled scrrtcq (pte m l nm rate 
services), numbering and ntnriher portability. (H) New 
interconnection conditions have been included to align with the 
rec pig op enis of toe EC Imacotmcaioo Directive. These corafliiong 
in t r od u c e rights and obligations eo interconnect for those operators 
who ate provHBng bmconnection services in accordance with the 
lWaoonnectttinDHcctiTC.gii) New co n ditio n s have been mefadedia 
the Licence for conditional a cc es s sendees, (iv) It Is also proposed to 
widen lbs scope of the Applicable Systems that can be ran nndar the 
Licence to fetoc (he “20b metre tide" and permit the cunning of 
apparatus situated in and linking up to 20 separate sec of premiaca 
whim a tingle c a n rigoo us boundaty trader a common mamgem e nt 


Phelps Dodge agrees Accuride sale 


By Nikki Tart fat Chicago 

Phelps Dodge, the large US 
copper producer, yesterday 
announced that it had 
agreed to sell its Accuride 
wheel rim and manufactur- 
ing business to a manage- 
ment buy-out led by an affili- 
ate of Kohlberg Kravis 
Roberts, the New York 

Inves tmen t hunting firm, far 
8480m. 

Unde: the deal, Accur ide’s 
mana gprnPTit and KKR Will 
acquire a 90 per cent Interest 


in the business, and Phelps 
Dodge will retain the 
remaining 10 per cent 
Accuride, which makes 
wheels and rims for heavy 
and medium-weight vehicles 
and for some light commer- 
cial trucks, had sales of just 
over SSOOm. in 1996. It takes 
in steel wheel operations in 
the US. Canada and Mexico, 
and is involved in producing 
aluminium wheels through a 
joint venture arrangement in 
Erie, Pennsylvania. It is also 
part of a commercial tyre 


and wheel assembly joint 
venture at Springfield. Ohio. 

The deal is expected to 
dose either later this year or 
in early 1998, and is subject 
to completion of financing 
arrangements by the buy-out 
team. 

KKR said that it had been 
following the heavy-duty 
track and trailer sector for 
some time, and saw an 
opportunity to build the 
Accuride franchise interna- 
tionally. 

.Phelps Dodge, whose reve- 


nues were dose to $4bn last 
year, said last month that it 
was talking to potential buy- 
ers about the possible sale of 
Accuride. It said at that 
stage that a disposal would 
allow it to concentrate on its 
care mining business. 

Yesterday, Douglas Year- 
ley, Phelps chairman, 
repeated that message, say- 
ing that the sale permitted 
the company to "focus 
on . . . global growth plans in 
mining, wire and cable, and 
speciality chemicals’*. 


AT&T in internet music talks 


3. Representations or objections may be node in respect of the 
proposed new l icence . They should be nude fa writing by 10 
December 1997 and addressed » the mxknigned at be Department 
of Truk and Indascy. Ccun m ialJcaDoqs & Ii tfo n ni ti oi i Industries 
Directorate. Room 168, 151 Buekfagham Palace Road. London 
SWIW 9SS. Copies of the proposed licence md «c cmupan y tn & 
guidance notes derailing the proposed changes cm be obtained free 
of charge by w ritin g m the Department or by caiting 0171 215 1746. 

19 November 1997 

Simon Moseley 
Department of TVade and Industry 


By Alice Rawsthom 
fn London 

AT&T, the US telecoms 
group, is in talks with record 
labels belonging to Poly- 
Gram, Time Warner and EMI 
regarding a project to deliver 
their music directly to con- 
sumers’ personal computers 
over the Internet. 

Bert elsmann, ftp German 
media group behind the 
Arista and RCA labels, has 
already reached agreement 
with AT&T. 

The German company is 
participating In a trial, 
whereby consumers can 
download a song by the 
Verve Pipe, one of its US 
rock groups, from A2B 


Music, an internet juke-box 
operated by AT&T. 

A2B Music was launched 
yesterday on the world wide 
web. 

Consumers can download 
Reverend Girl, a three- 
minute trade by the Verve 
Pipe, within eight minutes 
on to any personal computer 
with a sound card and an 
average speed modem. 

Digital distribution of 
music is one of the most 
important issues facing the 
music industry. 

Most record companies 
already sell albums and sin- 
gles by mail order through 
internet retailers, such as 
CD Now and Tower Online. 
Some labels, notably Sony 


Music, have recently 
launched their own o nline 
record stores. 

Yet until recently, multi- 
national music companies 
have been reluctant to move 
on to the next stage of digi- 
tal distribution by allowing 
consumers to download 
songs directly from the inter- 
net into their computers in 

the farm Of digital si g nal s 

They have been deterred 
by the dearth of copyright 
protection far digitally dis- 
tributed music, and by the 
risk of piracy. 

Similarly, consumers have 
complained about the length 
of time it takes to download 
music from the internet - 
typically at least 20 minutes 


fbr a three-minute song. 

AT&T claims that its A2B 
Music software has reduced, 
the time to download 
the same song to just eight 
minutes. 

-The company also says 
that the technology prev en ts 
consumers from making 
unauthorised copies of the 
digital si gnal 

Having secured Bertels- 
mann's co-operation for the 
A2B Music trial, AT&T is 
now pressing ahead with 
negotiations with PolyGram 
and Warner Music in the US. 

Larry Miller, chief operat- 
ing officer of A2B Music, 
flew to London from New 
York yesterday for meetings 
with EMI executives. 


AMERICAS NEWS DIGEST . 


CoreStates set 
to be taken over 

CoreStates. the Philadelphia-based bank that has been on 
vhn receiving Kid of a number of acquisition a ppro aches, 
appeared on the brink yesterday afternoon of agreeing to 
a takeover that would rank as the biggest bank deal yet 

in the US. „ . . 

First T jpinn. the acquisitive North Carolina bank, 
emerged as the favourite to secure the embattled Core- 
States. whose future has been in doubt since news 
emerged of a unsolicited bid approach from Pennsylvania 

rival Mellon Bank last month. The CoreStates board was 
believed to be meeting yesterday afternoon to approve the 
and a First Union spokesman declined to 

comment 

It completed, the deal could value CoreStates at as 
iwiirfi as $l7bn, temping the $l4bn that First Union's local 
rival. NationsBank, agreed to pay for Barnett B a nk s ear- 
lier this year. The competition that has broken out for 
CoreStates in recent weeks reflects Its important position 
in the mid-Atlantic region, where a number of large bank- 
ing groups have been battling to gain a dominant foot- 
hold. CoreStates’ shares jumped $6V«, or 9 per cent yester- 
day morning before trading was officially halted on the 
New York Stock Exchange. Shares in First Union fell $2& 
to $5014. Richard Waters. New York 

m NATURAL RESOURCES 

Noranda to sell Norcen stake 

Noranda, the Canadian diversified natural resources 
group, has said it will divest its energy and forestry hold- 
ings in order to improve its rate of return on equity by 
focusing on its mining ant) metallurgical operations. 

One of the world’s largest nickel and zinc producers, 
Noranda said it would sell Its 49 per cent stake in Norcen 
Energy Resources for rash and use the proceeds to 
expand its metals operations. Norcen, which has a market 
rapttalj cation of about C$3J3bn (USS2^3bn), immediately 
said it would begin a review of strategic alternatives to 
«mhanra shareholder value as a result of Noranda's deci- 
sion to spin oft its stake; David Kerr, Noranda chief exec- 
utive. said the energy company could be sold whole, but 
he declined to speculate on Norcen’s sales price or poten- 
tial suitors. 

Mr Kerr the proceeds from the Norcen sales will be 

used to pay down debt, which stood at C$3.6bn at the end 
of 1996. Proceeds would also finance various initiatives, 
such as the recently announced plan to build a C$720m 
ma gnesiu m plant in Quebec. The company also said it 
would distribute its 66 per cent share of Noranda Forest 
and wholly-owned Canadian Hunter Exploration to Nor- 
anda ’s shareholders as a dividend. Noranda's forest prod- 
ucts ofl and gas holdings amount to almost 50 per 

cent of the parent company’s total assets. 

Mr Kerr said Noranda has not earned an acceptable rate 
of return on equity and it has decided to focus on the min- 
ing and metals sector, which had best return on equity of 
company's three divisions. The chief executive said the 
company's objective is to double its rate of return on 
equity over five years to 12 per cent 
Investors reacted positively to the news, sending Noran- 
da's share price up almost 10 per cent in early trading in 
Toronto. Scott Morrison, Toronto 

■ CAMPBELL SOUP 

Profits rise 8% In quarter 

Campbell Soup, the US soup and food company, Increased 
net profits by 8 per cent to $267m in its fiscal first quarter 
to November 2, but earnmgs per share Increased by 16 per 
cent to 58 cents because of heavy stock repurchases over 
. the last year. The figure fell just short of the expected 59 
( cents a share. 

The company said the growth was driven by big 
increases in sales of canned and bottled soups, which rose 
by 6 per cent in volume and 12 per cent in value world- 
wide. There were strong performances from Canada, Ger- 
many, the UK and Japan, while In the US. the company's 
biggest market, volume rose by 2 per cent, led by 
double-digit sales growth in ready-toserve soups. Overall, 
the soup and sauce division’s revenues rose by 10 per cent 
to $L2bn and its operating profits rose by 12 per cent to 
$369 An. Richard Tomkins. New York 

0 ENVIRONMENTAL TECHNOLOGY 

Molten Metal faces closure 

Molten Metal Technology, the Massachusetts-based com- 
pany once praised by A1 Gore, US vice-president, tor its 
cutting-edge environmental technology but which then 
became embroiled in a a presidential campaign finance 
s canda l, said this week that it may be n«n-<T>p closure. 

The company, which has more than $25Qm in debt and 
just $Ubn in equity, announced that William Haney, chief 
executive, was quitting the group, and would be replaced 
by Gordon Bitter, formerly chief finanMai officer. 

Molten Metal sold high-heat metal baths to break down 
hazardous material - including nuclear waste - into 
benign parts. It was once heralded as a shining fight of 
the ecology movement, but it felled to make significant 
sales. The company made large contributions to Mr Gore 
and the Democratic party. It won contracts worth yy*m 
with the Federal Energy department, but these are now- 
suspended while they are being investigated. The group’s 
share price has faflenfrom a high of $40 in 1995 to just 
$1% at Monday's close. Victoria Griffith, Boston 


UPR scraps bid for Pennzoil 

Union Pacific Resources has scrapped its $6.4bn hostile 
takeover bid for Pennzoil in the face of stonewall resis- 
tance from the target UPR. which withdrew its offer after 
almost five months, had signalled the end-aTiSTbld last 
week when it said it would withdraw it£$84*«bare cash 
offer If Pennzoil refused to nego tia te 
The contest was marked by ill-tempered attempts to 
force Pennzoil to dismantle its “poison pfiEr anti-takeover 
defences, and preceded by four months of fruitless efforts 

by UPR to persuade it to open friendly meager talks. 

UPR, which has annual revenues of about $2bn, com- 
pared with B ennzofl’s $2.6bn. presented its offer as an 
attempt to create the “premier independent exploration 
and production company in the US”. 

Christopher Parkes. Los Angeles 

■ COMPUTER SOFTWARE 

Adobe warns on revenues 

Adobe Systems shares fen sharply yesterday after the 
software company said its revenues far the fiscal fourth 
quarter would be lower than ex p ec t ed. 

SoundView research director Russ Crabs, who attended 
Adobe’s presentation at SoundView's technology outlook 
conference today, said a missed product sales cycle late in 
the quarter would hurt revenues by about $5m-$lGm for 
the period Stronger-than-expected product margin^ w ere 
expected to help Adobe limit the eamings-per-share 
imparl to "a few pennies'' in the quarter, Mr Crabs said. 

Adobe, which sells its product In cycles to distributors 
and dealas, said it did not deliver an expected late-quar- 
ter cycle. Its shares were down $4% at $44 in early trading 
yesterday, Reuters, Boca Raton, Florida 

Comments and press releases about international 
c ompani es coverage can 6a sent by e-mail to 
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trading groups warn on profits 


By Mtchiyo Nakamoto 
in Tokyo 


Japan's diversified trading 
companies warned that the eco- 
nomic downturn at home and the 
impact of currency turmoil in 
south-east' Asia would put pressure 
on future earnings as they reported 
lower or flat parent company prof- 
its for the half year, in part- 
because of securities losses. 

The companies, which have busi- 
nesses in southeast Asia ranging 
from natural resource development 
to the distribution of consumer 
products, expect to suffer from 


slower demand in the region as 
a result of the recent currency' 
devaluations. 

. Mitsubishi, which exports 
vehicles manufactured by its group 
company, Mitsubishi Motors, said 
that demand for the -vehicles -had 
faifen significantly and that this' 
would affect profits in the Ml year. 

Marubeni said it had experienced 
weaker demand for construction 
equipment vehicles and steel for 
vehicle production, as weD as for 
materials such as aluminium and 
copper. While profits from large- 
scale infrastructure projects had 
not yet been affected, orders were 


likely to fall as a result of the eco- 
nomic slowdown in the region. 

Sumitomo, which derives 40 per 
cent of export sales from south-east 
Asia, noted that while the impact 
had ncrt been significant in the first 
half, local companies in which it 
has invested were likely to hit by 
lower demand, particularly in 
Thailand. 

The companies' also said the 
shaip fall in consumer demand at 
home would affect full-year results. 
Sumitomo expects demand for con- 
struction machinery to fall because 
of the drop in capital investment, 
while Mitsui forecast it would have 


to rely on non-operating profits - 
particularly higher dividends from 
its US businesses, which are per- 
forming well on the back of the 
strong US economy - to raise 
recurring profits in the full year. 
In the first half, all trading com- 
panies saw recurring pre-tax prof- 
its affected by valuation losses 
resulting from lower stock prices. 
Sumitomo expects to see a signifi- 
cant decline in full-year recurring 
profits, from Y107.7bn to Y4Qbn 
($31 8m). in part because there will 
be no contribution from securities 
sales. Sumitomo, which was hit by 
a big loss in its copper division. 


sold Y90bn worth of securities last 

year. 

However, the weaker yen had a 
beneficial impact on results, Mitsui 
said the fall in the currency con- 
tributed Y400bn to sales. 

Mitsubishi, which was the only 
one of the top five also to report 
consolidated results, benefited 
from a rise in overseas trading but 
suffered lower sales in the domes- 
tic market Group sales in the first 
half totalled Y7.911.Sbn. compared 
with Y?.675-8bn. while recurring 
profits fell 2.6 per cent to Y56.0bn. 

Net profits climbed 54 per cent 
to Y45.9bn. 


SA black 
investors 
in IT 
purchase 


By Mark Ashurst 

rn Johannesburg 


Black business in South 
Africa has secured a major- 
ity stake in the country’s 
leading information technol- 
ogy group, following the 
separation of the African 
and international interests 
of Persetel Q Data. 

The new black-controlled 
company, PQ Africa, will 
absorb the local operations 
of both Persetel and Q-Data, 
South Africa’s two leading 
information technology 
companies which merged in 
August 

A consortium of black 
business groups will be 
offered a stake of 50 per 
cent plus one share in PQ 
Africa for B2.i5hn ($448m). 
a discount of at least 20 per 
cent to the directors* esti- 
mate of market value. Pay- 
ment will be staggered to 
spread the financial burden 
for the new owners. 

Roux Manzitz, chairman 
of PQ Holdings, Persetel Q 
Data’s parent company, said 
the discount was agreed 
solely to make PQ Africa 
affordable to black inves- 
tors. Some of the group's 
most potentially lucrative 
technologies had been 
excluded from the deal at 
this stage to avoid inflating 
the price. 

The offetcttbes aoi -Include 
the international operations 
of the merged group, which 
will remain in a separate 
company, PQ International. 

Persetel Q Data would 
channel the proceeds from 
the sale of PQ Africa to fund 
further acquisitions by the 


BBL buy solves equation for ING 

Dutch financial group sees its acquisition as supplying a ‘second home market’ 


I NG + BBL = BBB. That 
formula, displayed on an 
overhead projector last 
week as the Dutch financial 
group set out its plans for 
Banque Bruxelles Lambert, 
may -have looked odd to a 
corporate image consultant 
or to' a rating agency. 

ING was neither changing 
its name as a result of the 
takeover agreed an Monday 
nor expecting a downgrading 
of its credit status. 

Standard & Poor’s, 
Moody's and IBCA all 
affirmed their ratings of 
ING’s long-term debt. IBCA, 
ranking the banking opera- 
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tion AA, said it “believes 
that the acquisition will 
counterbalance ING Bank's 
more rapid growth in emerg- 
ing markets and investment 
banking in recent years and 
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Aad Jacobs: seeking to create the ‘best Belgian bank’ 


will provide a larger client 
base through which to cross- 
sell ING Group's financial 
services". 

By BBB. Aad Jacobs, ING 
chairman ; meant “best Bel- 
gian h ank ", he explained. 
This was a riposte to those 
southern neighbours who 
had instead sought a domes- 
tic merger for BBL into a 
"grand Belgian bank” as a 
solution to consolidation 
pressures brought about by 
the prospect of European 
economic and monetary 
union: 

Cees Maas, another ING 
director and an expert on 
the single currency, says: 
“The capital market in 
JSurqpe wfll at ifie end. of the 
■day be- down to So* to- 15 play-’ 
ers. We want to be one of 
them." BBL’s” eurobond 


activities Conn one business 
that the Amsterdam-based 
group finds attract i v e . 

It talks also of the opportu- 
nities BBL offers to plug 
gaps in its international net- 
work - such as in Africa, 
where it has little presence 
north of Johannesburg. 

The main prize, however, 
is in Belgium itself, where 
BBL’s customers offer the 
“second home market" 
which the Dutch group has 
long coveted. 

In spite of high-profile 
takeovers such as the 1995 
rescue of Barings in London, 
ING’s operations in the 
Dutch b anking and insur- 
ance markets still contribute 
70 per cent at its profits. 

It tried to take over BBL 
in 1992„ but that proposal 
foundered amid opposition 
from its own shareholders as 
well as- those -of -the target 
company, which was then in 
a poorer financial state. ING 


came away with a 13.4 per 
cent stake and, because of 
another parcel held as secu- 
rity against a loan, voting 
rights of nearly 20.2 per cent 
Until now ING has chosen 
not to equity-account the 
holding, treating it as a 
source of dividend income. 
The value of the investment 
doubled as BBL put itself on 
a better footing. But the 
Dutch group did not want its 
presence on the share regis- 
ter diluted by a "Belgian 
solution" to BBL’s future. 


T his spring, Mr Jacobs 
enumerated ING’s 
acquisition priorities 
as life assurance in the US, 
an investment hanking pur- 
chase in the same market, 
and expansion in European 
retail banking. The first two 
were fulfilled through the 
£L2bn takeover of Equitable 
of Iowa! and a $425m deal 
with Furman SeIz,.both of 


which were completed last 
month. Along the way ING 
missed out on Dillon Read, a 
better known Wall Street 
firm than Fu rman Selz and 
already an affiliate. Dillon 
chose to sell to SBC War- 
burg , which offered greater 
independence. 

BBL will operate under its 
own banner, with Michel Til- 
mant, chief executive, 
becoming the sole non- 
Dutchman on the ING rpain 
board. He wfQ head an ING 
Belgium “executive centre", 
the only national grouping 
represented at director level 
apart from the Netherlands. 

Other operations such as 
Poland’s Bank Slaski, where 
ING gained control last year, 
fall under the control of 
board members responsible 
for numerous countries. 

The BBL deal creates the 
largest financial group in the 
Benelux and the 12th -biggest 
in Europe, with assets of 


well over FI 800bn ($409m>. It 
is viewed as a springboard to 
an otherwise difficult French 
market and as a foundation 
for operating in the single 
currency zone. 

S&P, noting that the acqui- 
sition adds 34 per cent to 
ING’s loan book and boosts 
asset under management by 
24 per cent, says: "Belonging 
to the much larger and more 
diversified ING group would 
enhance the ultimate capital 
and liquidity support of 
BBL." 

ING shares rose 2 per cent 
on Monday as shareholders 
welcomed the unexpectedly 
quick accord and shrugged 

off worries that Baron Albert 
Frtre, who controls at least 
mi e-quarter of BBL, will seek 
soon to unload the stock in 
the Dutch group he will 
receive when the offer closes 
on December 1 17. ' 


Gordon Cramb 


INTERNATIONAL NEWS DIGEST 


Citibank in talks 
to buy Thai stake 


First Bangkok City Bank, Thailand’s seventh largest bank 
withs assets of about S7bn, is negotiating to sell a signifi- 
cant equity stake Id Citibank, the US bank owned by Citi- 
corp- 

The news sent a wave of excitement through the bat- 
tered Thai financial industry. The country's 15 commer- 
cial banks need billions of dollars of fresh capital to repair 
the damage caused by bad loans - money that simply is 
not available in the cash-starved local economy. 

“We have had very serious discussions ... It all depends 
on what Citibank will decide about us," an FBCB official 
said in response to a local newspaper report that Citibank 
was planning to purchase a 50 per cent stake in FBCB. 

The US group declined to comment and FBCB officials 
said no due diligence had yet been undertaken. 

The deal would be an outstanding vote of confidence m 
Thailand by Citibank, said David Connor, bead of 
research at Indosuez W.l. Carr in Bangkok. Ci thank 
already has a branch office in Bangkok and has targeted 
the middle-class retail market. 

Observers remained cautious as to the outcome of the 
negotiations, especially as many suspect that prices 
remain unrealistically high. There arc roughly the same 
number or medium-sized targets around as there are 
potential buyers. George Morgan, head of research at 
ABN Amro Hoare Govett in Bangkok, said that potential 
buyers would be able to find what they wanted at the 
right price. 

ING. of the Netherlands, recently said it would take an 
exploratory 10 per cent stake in Siam City Bank and 40 
per cent of the tiny Laem Thong Bank has passed into 
foreign hands. 

The Thai authorities said last month that foreigners 
would be allowed to own up to 100 per cent of bunks and 
finance houses for up to 10 years - and in practice a lot 
longer. William Barnes. Bangkok 


INDIAN TELECOMS 


MTNL goes ahead with GDR 


MTNL, the state-owned Indian telecommunications com- 
pany. yesterday said it would push ahead with the launch 
of its Global Depositary Receipt issue today, in spite of 
turbulent market conditions which last week forced the 
company to cut the size of the issue by 40 per cent. 

Two weeks earlier. Gail. India's gas authority, aban- 
doned a planned GDR issue. But investment bankers 
involved in the MTNL issue say the company is "easier to 
sell” as it is better researched and easier to value. They 
also expect to attract specialist telecoms investors. 

MTNL, which provides fixed-line telephone services in 
Bombay and Delhi, is offering up to 35m Global Deposi- 
tary Receipts representing 70m underlying share. The 
offer comprises a sale of 40m shares held by the govern- 
ment an issue of 20m new issues, and the option to issue 
a further 10m shares. 

The company last week reduced the initial public offer 
portion from 60m shares to 20m shares after its pre-mar- 
keting exercise revealed weak conditions in international 
markets. This reduces the funds available to MTNL for its 
Rsl20bn ($3.25 bn) investment programme, although it will 
boost earnings per share. 

The GDR issue will now yield about $450m - roughly 
half the amount originally envisaged. But the government 
will still sell the same amount of shares, which it hopes 
will help plug the gaps in its funding programme; The 
government’s stake will lall to about 56 pericettronce the 
GDR issue Is complete. Krishna Guha. Bombay 


International subsidiary in 
Europe, where analysts said 
it subsequently could seek a 
new listing on a foreign 
bourse. 

The new structure is 
designed to win a larger 
share of government busi- 
ness for PQ Africa. Demand 
for new technology and con- 
sultancy services has 
increased shandy dining the 
transformation of South 
Africa's vast government 
bureaucracy. 

“The public sector has 
made it quite dear that it 
will give preference to infor- 
mation technology compa- 
nies which have significant 
black shareholding. The pri- 
vate sector has also begun 
to set stringent- transforma- 
tion and black empower- 
ment requirements for its 
suppliers,” the company 
said. 

• Buoyant international 
sales helped Barlow, the 
South African industrial 
group, announce a robust 
rise in profits in spite of 
sluggish conditions in its 
home market. 

International operations 
contributed 45 per cent of 
net operating profits in the 
year to September 30, com- 
pared with 37 per cent last 
year. Turnover rose 1Z per 
cent to R19J0ni. 

Earnings per share 
increased IS per cent to SSS 
cents. 

The final dividend was 88 
cents per share, giving a 
foil-year total of 124 cents. 




to 

link with rival 


By Tim Burt in Stockholm 


BTL, the leading Swedish 
haulage company, yesterday 
confirmed it was planning 
an alliance with ■ German 
rival Schenher-Bhenus, pav- 
ing the way for a merger to 
create Europe’s largest road 
transport and logistics 
group. 

The deal is expected to 
lead to a combined operation 
with annual turnover of 
SKrSl-Sbn ($6.86bn), and 
employing some 30,000. 

It follows more than three 
months of talks between 
BTL, which is quoted in 
Stockholm, - and Schenker- 
Rhenus, part of the Veba 
industrial group. 

The enlarged transport 
group would become the 
European market leader 
ahead of competitors such as 
NFC of the UK, Nedlloyd of 
the Netherlands and Danzas 
of Switzerland. 

As part of the transaction. 
Finnlines — fh* Finnish ship- 
ping group which holds 35 
per cent of BTL'e equity and 
51.5 per cant of the voting 
rights - has agreed to a 
share swap with Veba. 

In exchange, Finnlines will 
take control of Poseidon 
Schiffahrt, the shipping arm 
of Veba's Stones subsidiary. 

That deal will make Finn- 
lines one of the largest cargo 


shippmg operators in the 
Baltic Sea region. 

Finnlines, meanwhile, said 
yesterday that BTL and 
Schenker-Rhenus would 
together “form the biggest 
European conglomerate in 
road, rail air and sea freight 
transport”. 

Initially, however, the 
companies will work as alli- 
ance partners rather than a 
fully merged group. 

Hakan Lhtssoh, chief exec- 
utive of BTL, said the com- 
panies were working 
together on ways to reduce 
administrative overlap and 
seek operational cost- 


“There are considerable 
synergies from staff reduc- 
tions and better utilisation 
of terminals,” he said. 

Although no timetable haw 
been set for a formal merger, 
Mr Lareson confirmed that 
was the ultimate goaL 

Together, the two compa- 
nies will offer a pan-Euro- 
pean transport distribution 
service with offices in some 
60 countries. 

Senior managers from BTL 
and Schenker-Rhenus have 
been appointed to a working 
party to develop a joint strat- 
egy for the enlarged group. 

The options under review 

Include a demerger from 
Veba and a possible future 
hating. 


Asian cruise company set up 


By James Kynge 
in Singapore 


Several large Singaporean 
companies yesterday set up 
the country's' first locally' 
owned sea cruise company, 
and brushed aside concerns 
that south-east Asia's smog 
and the regional economic 
downturn made It an inop- 
portune time for the launch. 

Sun Cruises', with .a 
paid-up capital of S$70m 
(US$44m). represents the 
first step in Singapore's 
quest to become the hub fbr 
cruise holidays in south-east 
Asia. 

Metro Holdings, a large 
property and retail company, 
has 67 per cent of the compa- 
ny's shares, and two Semba- 
wang companies - Semba- 


wang Marine and Logistics 
and Sembawang Leisure - 
together have 27 per cent. 
The remaining shares are 
reserved for management or 
; held by DCI Holdings, an 
investment company.' 

The Involvement of Sem- 
bawang. a large government- 
linked company. Invests the 
new venture with strategic 
Importance. Singapore’s 
shipyards have identified 
marine leisure “ including 
yachting; cruises and water- 
sports - as a promising busi- 
ness with the capacity to 
partially offset faffing reve- 
nues from core operations. 

FOr example, Keppel plans 
to develop one of Its almost 
idle shipyards into a top- 
class marina. Sembawang 
may also seek to redevelop 


its shipyard area, a company 
executive said. 

Aloysios Lee, president of 
Sun Cruises, estimated there 
were about 500,000 potential 
cruise customers in Singa- 
pore and Malaysia. The com- 
pany’s two vessels will ply 
short routes to Indonesia 
and Malaysia. 

An on-board casino is a 
potential draw because gam- 
bllng is forbidden in Singa- 
pore and restricted in Malay- 
sia. Mr Lae said he was 
confident that the smog 
which hung over the region 
would not return for many 
months. He was also sure 
that the economic downturn 
would not hurt short cruise 

holiday s much. 

"The business uf'ftm is a 
serious business." he said. 
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Summary of Results 


Audited 
12 months 

ended 

30JLS7 

Auclted 
12 months 
ended 
30J956 

Net turnover 

RIB 216m 

R13 945m 

Operating income 

R1 107m 

R1 233m 

Nat Income 

R34Cm 

R404m 

Heat&ne earnings per share 

187 canto 

195 cents 

Earnings por share 

172 certs 

230 cents 

Dtvfdends per shore 

- 

140 cents 

Cash generated by operations 

R2 450m 

R2 402m 


MARKETS 
Demand tor 
rtta than tri 


pmtocts was heattry tfrau^wt the year but. 


altos 

pros. 


where there was some early gap g pro 


prices lonotoed at tow levels irtl toe I 
year when there was eoma general recovery n 


The dssotvng pi4> marts! l ama inB d soft, largely as a reset of 
poorer viscose (tomato and prices dedtoed lyaar on year. Customers 

- i, ■- -• 


were however Mila to abort a smed 

quarto. 

PRODUCTION 


nensse in the final 


As reported a! toe halt year, the years production whines were 
reduced by major cBsnjmns at untoi a 


i as a resit of a five week 
naflctvwcle stowaway in O w a a i l a nd. and a Westbrook m toe USA 
because of a Hash flood toat shut pans of toe ml tor up to sbi weeks. 
The labour tfspute at toe Somerset ml In toe USA whkto adversely 
afiacted production, was seated eaifler in the year. 

The oommisskaiBim of recently cannieted capital protects ki 
Southern Atfca aroma United Kingdom irere skwer than originaly 
j arred b^toesapr ofccte are now reacting production ctase 

RESULTS 

ConsdUWd net turnover tor toe year amourttod to R1S2 titan 
(1906; RIM Mfcn) an increase oMWfc on 1886 moat at which Is 
retted to the siarp decline at the Rand agetost the doflar towards 
toa end of 1996. Costs mre genaaly uei contained but satog 
prices remained ruder pressure throughout toe ywr alhcugi ttere 
was some nprovwnent to the final quartet The drengtoentag of toe 
pound storting and the dote; In 1SS7 apshsi other cunenttas end 
toe remariBoe subity of the Rand ag^nst the dollar tiffing 1997 
' ^ I mpacte d matins. Operating Income mbs R1,1 bfltan (1996: 


Rl<2t 


99&R684.4 mfcn). 
because of kmer 
1% tampered to toe 


Nat finance caste smarted to R61 1 J5 mOon 
The reduction of R72# mifcn was laige 
barawtaBJ *1 S O Vtferren, wttah deeflned by 
previous year in doBar lamia. 

IrtBradraptafced rotates fnaHy to thohcUng costs of fcresfe and 
a portion io capitated Interest en major project! The charge agtana 
income Is summonsed as MImb: 



1997 

RirtHon 

1996 

Rmrfkn 

Gross nterest capteSaed 
Amortfeation ot proviously 
o^eaDasd totered - chsged 

40JJ 

279 fi 

atpi® opgrobng ncoma 

(129J3) 

(1108) 

Nat interest capfiaiaed 

zhjs 

1681 


An Important reason tor the noons in ceqtaleed interest to 1997 
h rodeos 


i decision to conserve our own i W ar resourc es jti Sto dta 

ffWpartySrr^. TlSpracfice had a substantial ragstireell^ on 
cash Sow (opprodmatey R80 mfcn) but wi be ccnGnuad in 1988 
to kmese te tong term sustalnsbtay of ton jycup torea resource. 
Heedtoe aanriigs per share tor the year were 187 certs per share 
(1996: IBS certs), but taler tacreasea in eperating provisions, net 
earnings of 172 certs (1896: 230 cents) were recorded, a id of 
S53i on tt® previous year. 

The graupte daHtaqufly ratio Improved to OS compered to toe 
previous jear end level of 0S& 

ACQUSmON OF R0KMTY StWRESH WARREN 
AhBrthe acqtieition on 5 September 1997 of the remaining 3% of toe 

common stock of Warren, Sappi now ccrtrelSl 00% of the compeny 

75% of toe common such of Warren b hold draetty by Sappi wifh the 


r ~S- x>n tt 


V AUDITED 
7 RESULTS 




FOR THE YEAR ENDED 
• 30 .. SEPTEMBER 1997 ... 
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1997 1896 


i’ tneome strtement 
i (rt overage rate) 


4^591 AflSSa 
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balance laid by a finmdel insaudor on bahaB of Sappi The 
a ccommo da tion can be coSapaed by Sappi at any time before May 
ZQQQ ftnou^i toe paymect at cash or Horn toe proceeds d toe ssub 
of an appropriate marlret instnjmenl or a mix of those. 

AcomsmoN of knpleykam 

Shareholders recendy approved toe pucitase of 913°o erf toe 
Shares of KNP Layfem. Europe's tearfing producer of coaled 
woodfree paper. Fbfawvrg toe completion of due tSgence toe 
necessary euppiemantal egreemems were sirred on 15 November 
1997. The ejected closing dte ot toe transaction a 31 December 
1997, given race** of necessary regutofory approvals, most of whch 
have been obtained. As a result of due rflgence. the group has a 
better indeistanctag ot KNP Leyton's business and prospects for 
1998 nmr appear to be more favourable than areally antapaed. B 
■s nnv antdpoted that there w* be no maienal dtoaon in earnings 
per eharen toe W year. 

The acqusdtan Is a major step m estabfefimSappi's global position 
as the pre-emereni producer of coated woodfree paper. It 13 oxpeaed 
to impftm our compettiue posrfnn h toe European market and m 
toe coated woortree paper market generaBy. KNP is a company wito 


modem equipment, capable management and stafl and e wot 
t-wde. B repres 


regarded in toe inQuErfiy world-wide, b represents a valued sddaon 
10 toe Sappi tamfly. 

Sappi Is ataedy woitog Wto KNP Layton on ranonafejng toe 
Eiropsan operations and steps nil be taken (0 start accesang Ihe 
mnetoes which resul tram toe mreqraUon ot toe two buanesses. 
The list of these wtf be the uranster of the ensbng label paper 
business ot Sappi Europe's Wolvorocte nvl to KNP Leyton's miD n 
Maastricht In the Netoertands and Septa Europe's Aleid mil n 
Germeny. Foflowtng this transfer. Sappi Europe wfl dose too 
Wbhreicate mM arf toe end of February 1998. As a result of the 
closure the group expects earnings to nse by approximately 
R50m#on per annum *om toe second hoi at 193B. 

DEBT RBDUCTKXifDBPOSAL OF ASSETS 
The rnenagement of caprfal expenditure combined with the 
previously anrxxncad programme to ttapose of non-core assets wd 
cortrfcute maaringfiAy to the reductan erf debt The group a at an 


advanced ^tagtHn seCng its pressure sensitive biBiness in toe 


United States. The presaia sensrfNB busiiess wtveh is located at 
Woetoreok m Portland, Maine 6 a converting business and is nos 
dbectly retatod 10 paper making. Proceeds erf the safe vnl be used to 
reduce debt. 

Further results of the rteposal pro^amme are expected vwttwt the 
next fwe to lour morths. 

The combined rtect ol toe wife down ot assets at MUotvacote and 
toe prod on toe safe of assee at Westbrook wf> be postwa. 

DMDQfD 

Whilst the poiflrtt stared dhndend policy is to provide regular 
diwdend payrnentajar Boati has dectied that no dvrdend wc be 
declared tor 1997. The decision Is token to toe con to rt of the major 
acquieion, and ttia need d reduce debt However Kg effected that 
dnnand p a yments wi be resumed next year. 

OUTLOOK 

The outlook tor toe world economy seems generally posrtnre 
inducing a cortn&fcn of the steady growth ctxrenUy ewdent to 
Europe and the USA There is honorer, serious concern about toe 
economies to many Aslan coitotnes h toe near future, tatowng the 
recent cunencycrwd. 

Paper cornumption worid-wkta shows steady growth and pufp and 
paper prices era knyovng stoutly Based on proserrt trarSnq 
condffionG and our toiproired con ydi B w nes & tonwtog the KNP 
Leytam aerpidtion. your Board a of toe view that 1998 wifl shew a 
marked toiprwsmert in earnings over 1997. 


On behplt of toe board 


Evan As 
WE Hewitt 


Dtrectois 


Johxrnestvg 
ISNovfflriDer 1997 


Copies of this report wi be nailed to shatBholdets. 
Other totatestad parties can obtato copies frorr 
SOUTH AFRICA 
Mercantta Registrar Lnded 
Bto Hbor. 94 Prssidsrt Shea. Johannesburg. 2001 

PO Box 1053. Johannesburg. 2000 
ItoBTED KINGDOM 
Independert Ftegbtrars flroup tinted 
Bonne Hotte, 34 Bedrenhan Road. Beckenham 
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COMPANIES AND FINANCE: INTERNATIONAL 


US cosmetics group says economic turmoil in Brazil and other emerging markets may hit profits 


Shares in Avon slide 13% on warning 


By Richard Waters in New York 

Shares in Avon Products plunged 
more than 13 per cent, from 
to in New York yesterday 

morning after the cosmetics group 
became the latest US company to 
warn that the economic turmoil in 
Brazil and elsewhere would dent 
its profits in the coming months. 

The warning came late on Mon- 
day. coinciding with news that 
BahkBoston suffered trading 
losses of 520m as a result of the 


decline in Brazil and other emerg- 
ing markets during October. 

However, in spite of the news 
from the emerging markets. Wall 
Street's fears about the potential 

damage to the profits of US multi- 
nationals have receded in recent 
days. The economic upheaval in 
Asia and. more recently. Brazil has 
prompted volatility in US shares 
prices, but by midday yesterday 
the Dow Jones Industrial Average 
was back at its level before Octo- 
ber's market disturbance, and ana- 


lysts' forecasts for corporate earn- 
ings next year have remained 
largely intact 

Avon, which has been among the 
most successful US consumer prod- 
ucts companies in Latin America, 
warned that its earnings in last 
quarter of this year would be In the 
range Sl.00-Si.05 a share, short of 
the $1-1&$1.15 analysts had expec- 
ted - even after a 13 cents a share 
gain from the settlement of a tax 

rlaim 

The company said that “aggres- 


sive marketing initiatives" in Bra- 
zil were not producing the sort of 
sales increases it had expected, in 
part because of greater consumer 
caution in the face of the country’s 
economic uncertainty. Sales in Bra- 
zil reached $550m last year. 

The cosmetics group said that its 
revised outlook was based in part 
on disappointing sales in the US. 
further weakness in Japan and 
slower sales growth in China, 
which had been caused by tighter 
regulatory requirements on direct 


selling companies there. 

News of Bank Boston's trading 
loss echoed the earlier announce- 
ment that the collapse of emerging 
market debt prices had caused a 
Sl60m trading loss at Chase Man- 
hattan in October. It came despite 
comments from Bank Boston offi- 
cials in the middle of laot week 
that the outlook for the bank's 
earnings was largely unaffected by 
the problems in Brazil, where it 
has a larger presence than most US 
banks. 


Allianz bid mi rrors its global ambitions 


T he anonymous post- 
war facade of its 
Munich headquarters 
gives no clues to the ambi- 
tions harboured by Allianz. 
But do not be misled. 
Already the biggest insurer 
in Germany, its acquisition 
of Assurances Generates de 
France would make it a 
world leader. 

Allianz said yesterday the 
acquisition would make 
Europe - rather than Ger- 
many - its "home" market 
The enlarged group would be 
among the top five insurers 
in France. Spain, Belgium 
and Ireland, with combined 
worldwide premium income 
of DMlIObn ($63.5bn). 

The need to diversify has 
become overwhelming for 
Europe's big insurers. 
Companies such as Allianz. 
Italy’s Generali and France's 
Axa have for years been 
national champions in their 
own backyards, but relative 
lightweights elsewhere. 

For these companies, 
building up international 
operations is about spread- 
ing risk. 

With competition increas- 
ing in personal insurance 
across Europe as regulatory 
barriers fail and monetary 
union looms, it makes little 
sense to be over-exposed in 
any one market. 

When the French insur- 


ance giant Axa acquired its 
recently privatised rival 
UAP last year, it also won a 
large slice of the German 
insurance market through 
UAP's Colonia subsidiary. 

For Allianz, which is 
under-represented in France 
with only a 2 per cent share 
of the market, this was diffi- 
cult to accept. Its friendly 
bid for AGF has sent a pow- 
erful signal that it intends to 
regain the initiative. 

France is the fourth big- 
gest market in Europe, but 
also one of the most under- 
developed. 

The prospects for growth 
are much greater than in 
countries like the UK, where 
premium rates have been 
freed for longer, competition 
is already fierce, and the 
market fragmented. 

All the same, Generali’s 
bid had presented AGF with 
a task that proved all but 
impossible: to find allies 
willing to provide sufficient 
money to defend it. Few 
insurers have the resources 
or motivation. 

Allianz had long cooper- 
ated with AGF, and even 
expressed its interest after 
the group's privatisation last 
year in taking a Kignfflrant 
stake. 

At that stage. AGF pre- 
ferred to develop indepen- 
dently and Allianz veered 


away from considering a 
hostile bid. 

When it agreed this time 
round, it did so in a way that 
minimised the cash outlay, 
by seeking to take only 51 
per cent and encouraging 
shareholders to opt for its 
"detachable right” offer, 
which provides compensa- 
tion at a future date. 

This apparent objective to 
seek only just over half of 
AGF also has strong political 
appeal in France, where 
AGF has been careful in its 
lobbying In recent weeks to 
play the card of natimwliain 
against the perceived threat 
of a foreign takeover of a 
leading financial institution. 

Allianz has agreed to keep 
management and decision- 
making in France, and to 
take only a minority of the 
boardroom seats. 

France will account for 22 
per cent of the combined 
group’s earnings. Bancassur- 
ance agreements with Credit 
Lyonnais will allow the Ger- 
man insurer to sell life and 
pensions products to a big- 
ger customer base. 

In addition, Allianz's posi- 
tion in industrial insurance 
- where it wants to became 
world leader - will be 
strengthened, especially in 
the marine, aviation and 
credit insurance markets. 

AGF has built up a strong 


Top 20 European Insurers 

Ranked by European direct GWF* Ufa and non-Ufa, 1996 
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presence in commercial lines 
of business, servicing the 
needs of multinational cli- 
ents. With planned monetary 
union in Europe less than 
two years away, businesses 
are demanding that insurers 
have a global presence. 

Through Its Rhin et 
Moselle subsidiary in Stras- 
bourg. Allianz already has 8 
per cent of France's commer- 
cial insurance risks market. 
But profitability has been 


poor, say analysts. 

The savings achieved 
through merging with AGF 
should improve that. Ann- 
ualised cost synergies are 
estimated at DM300m by 
2000. most of which would 
accrue in France. 

But Georg Kanders. insur- 
ance analyst at West- 
deutsche Landesbank, said 
that the deal would not offer 
as many synergies as a link 
with Generali, which already 


has a 6 per cent market 
share in France. 

Analysts agreed Generali 
could come back with a 
higher bid. But Mr Kanders 
did not think it would suc- 
ceed, if It chose to make one, 
since the agreement of the 
AGF board to the Allianz- 
approach was crucial. 

I f the Allianz bid suc- 
ceeds, it seems that nei- 
ther Allianz nor AGF 
win be interested in partici- 
pating in privatisation of die 
state-owned GAN. 

Michael Klein, analyst at 
Delbrfick. said AMB 
Aachener und Mhnchener 
Betefligungs would probably 
be sold. 

The FrancoGerman group 
might also dispose of Caface, 
the French trade credit 
group. 

Generali was seen as a 
possible bidder for AMB, 
since this would provide an 
opportunity to lift its weak 
presence in Germany. 

But Antoine Bemhelm, 
the French i-hairman of Gen- 
erali, is a skilled bridge 
player. Hie may wen not yet 
be ready to call the game 
quits. 

Christopher Adams, 
Asdrew Jack, 
and Andrew Fisher 


This advertisement is issued in compliance with the requirements of the London Stock Exchange Limited (the 
"London Stock Exchange "l and Jdr ike inftvmation of the holders erf die warrants to subscribe for the shares of 
common stock cf Autobacs Seven Co. Ltd. issued with U.S.S 100.000.000 4% per cent Bonds due 1999. It does 
not constitute an offer or invitation to the public to purchase or sell any securities of Autobacs Seven Col. LuL 

AUTOBACS SEVEN CO., LTD. 
(“Autobacs”) 

Notice concerning commencement of Tender Offer in Japan 
pursuant to The Securities and Exchange Law of Japan 

Notice is hereby given that Autobacs will purchase its own par value shares of common 
stock of ¥50 each of Autobacs by way of a tender offer as follows: 


Total number of shares to be purchased 

Total purchase price of shares 

Period during which purchase is to be made 

Purchase Price 
Agents for tender offer 


600,000 shares 
¥4,000,000,000 

Wednesday, 19 November to Tuesday, 
9 December 1997, both inclusive 

¥4,598 per share 

The Nomura Sec wires Co., Ltd., 
9-1 Nihonbashi 1-cbome, Chuo-ku, 
Tokyo 

The Nikko Securities Co., Ltd., 
3-1 Marunouchi 3-chome, CMyoda-ku, 
Tokyo 


Copies of the English translation of die tender offer registration statement required under 
Japanese law may be obtained during normal business hours on any weekday (Saturdays 
and Sundays excepted) from the date of this notice up to and including Tuesday, 
2 December. 1997 from the Company Announcements Office of the London Stock 
Exchange, Old Broad Street, London. EC2N I HP and from the date of this notice up to 
and including 2 December, 1 997 from: 


SBC Warburg Dillon Read 

a division of Swiss Bank Corporation 
1 Finsbury Avenue 
London EC2N 1HP 


The Sanwa Bank limited, 
London Branch 
City Place House 
55 Basioghall Street 
London EC2V 5DL 


Not for release, publication or distribution in the United States of America. The offer is not bring made, 
directly or indirectly in or into, or by use of the mails of. or by any mM« or instrumentality (including, 
without limitation, facsimile transmission, telex or telephone) of interstate or foreign commerce of, or 
through any facility of a national securities exchange in the United States, and the offer cannot be a cce pt ed 
by any such use. means or instrumentality or through any such facility or from within (be United States. Any 
person accepting the offer shall be deemed by such acceptance to have represented and warranted that it has 
complied with the foregoing restrictions. 

19 November 1997 


CHEVY CHASE MASTER CREDIT CARD TRUST U 
U.S. $136,000, 000 

Class A Floating Rate Asset Backed Certificates, Scries 1995-B 
U.S.SL2 ,000.000 

Class 8 Floating Rate Asset Backed Certificates, Scries 1995-B 
Clan InrcrrW Aorm-ri Rafr Om poti Amount tUSDl 
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HSBC Holdings pic 

USS250.000.000 
Subordinated collared 
floating rate notes 2008 

The notes mU bear interest 
at 5.65625% permumm for 
fte interest period from 
BNooemberB9?6oBkk& 
1998. Interest payable on 
BHayB98a3I 
amount to USS28.44 per 
USSL0Q0.USS284J8per 
USm.OOOand USS2.84334 
per USSmQQO note. 

Agent Morgan Guaranty 
Trust Company 

JPMorgan 
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USS5Q0.000.000 
Floating rate notes due 2998 
Unconditionally guaranteed 
by THE KINGDOM OF SPAIN 
bi accordance with the 
poais/atsor tbe notes, notice 
Is Hatty gftxn that hr the 
six months interest period 19 
hoaember 1997 to 19 May 1998 
the notes M canyon honest 
ns of 5.8125% annum. Interest 
payable on 19 Hay 2998 wdt 
anotmi to USS29124 per 
US510.000 note and U5SZ3ZZ40 
per IBf 100,000 note. 

Agent Morgan Guaranty 
Trust Company 

JPMorgan 


True North 
rejects French 
merger plan 


By Andrew Jack in Paris 

True North, the US 
advertising agency, yester- 
day hit back with a Ann 
rejection of the merger pro- 
posed by Publicis, its former 
French partner, and Insisted 
It would push ahead with its 
planned acquisition of the 
rival Bozell agency in the 
US. 

In an escalation of the ten- 
sions between the two 
groups, True North said it 
had taken the “unusual 
step" of releasing a letter 
from its board to Publicis, 
after Publicis on Monday 
released its confidential let- 
ter to the US group. 

True North said Its board 
bad an November 12 rejected 
Publicis’ proposal earlier 
this month of a merger 
between the US group and 
Its subsidiary Publicis Com- 
munication, which it said 
would be a $28 share and 
cash offer to True North 
shareholders. 

It said the True North 
board had unanimously 
voted against the offer made 
by Publicis - with two 
absences, including the rep- 
resentative of Publicis - 
arguing that it was not 
materially different from 
offers considered and turned 
down in the past 

Under the terms of a 
“divorce” settlement reached 
this spring, Publicis ended 
up with l&5 per cent of True 
North, which in turn owned 
26.5 per cent of Publicis 
Communications, a subsid- 


iary which groups most of 
Publicis’ activities in 
Europe. 

Maurice Lhvy, chairman of 
Publicis, argued that in spite 
of differences between the 
two groups in the past, it 
was in their mutual interests 
to co-operate and to create a 
single, global advertising 
network. 

However, Bruce Mason, 
chairman of True North, 
said from New York 
yesterday that "given the 
decade of acute corporate 
disagreement that led 
ultimately to our divorce, 
top management and several 
of our key clients would be 
aghast" if the merger went 
ahead. 

He also suggested that Mr 
Lfevy had “utterly failed" to 
build an international net- 
work, saying that Publicis 
had 18 international part- 
ners compared with a pres- 
ence in 74 countries for True 
North and Bozell combined, 
with SO per cent of Mb bil- 
lings generated outside tfip 
US. 

Publicis, which has been 
expanding its international 
network rapidly in the last 
few months, said 75 per cent 
of its billings were con- 
ducted outside France. 

The French group said 
that it was “disappointed but 
not surprised” by the True 
North response. However, it 
-continued to believe that its 
offer was more attractive 
and it would continue to 
push for its acceptance by 
shareholders. 


INTERNATIONAL NEWS DIGEST 


SocGen to invest 
in private groups 

Societe Generate, the French bank, has set up a nett' 
private equitv team and will commit $lbn of its own 
fnrois for investment In unlisted companies around the 

world. Some $250m of the total will be tested in Europe 
by a new private equity team headed by Philippe Sevin. 
who has joined Society Gdnfirale from Euros uez, an 
investment fund in the Suez group. 

The new team wDl be based in London and will include 
Bruno Lambert and Philippe Renib. who worked with Mr 
Sevin at Eurosuez. The bank will also be investing in 
North America through a private equity team led by Jim 
Lane, a former Goldman Sachs partner. 

Some 9300m has already been committed to private 
equity funds run by other managers, leveraging Societe 
G dpfera le's gyratin g l ending to the buy-out industry. A 
number of international investment banks and venture 
ca pital managers have raised large funds for private 
equity investments in Europe, including a $2-5 bn pool 
raised last month by Doughty Hanson, the London-based 
manager. 

However. Socifete Generate believes it wfll be able to tar- 
get g maViw and less widely auctioned deals in France, 
Benelux. Germany and Italy. The French bank has built 
up its T rondo™ investment banking operations rapidly, 
taking its corporate finance team from two to 50 in a year. 
Yesterday, it announced the appointment of three new 
corporate finance directors. Laurence Billett has joined 
from Salomon Brothers to head the global transportation 
and infrastructure investment b ankin g team. Emmanuel 
Roger j oins from Credit Commercial de France as co-head 
of the automotive team, while Kffte Pledger comes from 
Credit Agricole Indosuez as director of Nordic investment 
hanking George Graham, Banking Editor 

PULP AND PAPER 


Rally in prices lifts Sappi 

Fir m er commodity prices in the final quarter helped 
Sappi, the South African pulp and paper producer, claim a 
“significant recovery” in the second half. Turnover rose 
16.3 per cent to Ri&2bn in the year to September. Earn- 
ings per share for the full year were 172 cents, against 230 
cents a year ago and 16 cents at the halfway stage. 

The results - released a day after Sappi confirmed its 
R65bn ($1.34bn) acquisition of KNP Leykam. the Dutch 
pulp and paper group - were ahead of market expecta- 
tions. In spite of the improvement, no dividend was 
declared. Eugene van As. chairman, said the funds would 
be used ingfrAari to pay down debt Sappi bad acquired the 
outstanding 25 per »ni of shares in SD Warren, its US 
subsidiary, during the period. Disposals of non-core assets 
helped reduce the overall debt-toequity ratio from 039 to 
0.85 at September 30. "It is expected that dividend pay- 
ments will be resumed next year,” said Mr van As. 

The acquisition of KNP Leykam - to be funded by a 
combination of debt and shares - was probably the last 
step in Sappi's strategy to consolidate its position as the 
world's biggest producer of coated wood-free paper. SD 
Warren contributed 56 per cent of net operating income, 
compared with 27 per cent from Sappi Southern Africa 
and 9 per cent from Sappi Europe. 

Mark Ashurst, Johannesburg 

RETAILING 


KBB trims German operations 

KBB, the Dutch stores group, is to shut nearly two-thirds 
of the German outlets in its M&S Mode women’s wear 
chain. The move follows persistent losses and the failure 
of attempts to find a buyer. Reversing a plan to end M&S 
Mode operations in Germany, KBB said yesterday it 
would retain 63 stores with annual sales of FI 90m. Most 
are near the Dutch and Belgian border, and will be sup- 
plied directly from tbe Netherlands after the closure of a 
local distribution centre. Gordon Cramb, Amsterdam 

MOTOR INDUSTRY 


Volvo, VW play down talk of deal 

Volvo yesterday declined to comment on reports in the 
German magazine Stern that Volkswagen of Germany 
was negotiating to buy a stake in the Swedish automaker. 
“This kind of speculation comes up from time to time but 
we don't comment on speculation,” said Volvo press 
spokesman Mats Edenborg. 

According to Stem, Volkswagen, Europe’s largest auto- 
maker, is interested in taking a stake in Volvo. “There are 
talks,” an unnamed VW source is quoted as saying. “But 
a deal is still far from being wrapped up.” Volkswagen 
would not comment on the report. "This is pure specula- 
tion and we are making no comment” said Volkswagen. 

Volvo's shares closed up at SKr209. VW shares, mean- 
while, closed at DM898.00, down DM24.00. 

Agencies, Stockholm 

SHARE OFFERING 


Heidelberger sets price range 

Heidelberg er Druck-maschinen, the German company 
which is the world’s biggest maker of printing presses, 
has set an indicative price rangB of DM82-DM97 for its 
fort h co ming international share offering. The company is 
to issue &2m new shares, representing about 15 per cent 
of its share capital, and wffl be listed on the Frankfurt 
stock exchange on December & Roadshows begin today, 
with books closing on December 5. 

The share issue Is not strictly an initial public offering 
but a ** Scftiltt-aus-hot-eureck ”. This is a common and tax-’ 
effici ent way among German companies of raising capital 
under which they pay out a high amount of retained earn- 
ings in a dividend and get some of it back through a capi- 
tal increase. After the share issue, Heidelberger will be 
owned 57 per cent by Lahmeyer, a quoted company con- 
trolled by the utility RWE; 24 per cent by Almfico, which 
is owned by German financi al groups; and 0.75 per cent by 
famil y shareholders. The remainder represents the free 
float resulting from the new issue. Vincent Boland 


Fresenius may sell non-core units 


By Daniel Green 

Fresenius, the German 
healthcare company that 
was floated a year ago, said 
yesterday it would consider 
selling its homecare and 
diagnostics divisions to con- 
centrate on its main busi- 
nesses in kidney dialysis. 


% 


Fresenius shares recov- 
ered sharply after recent 
weakness, ending DM24 
higher at DM287. 

Gerd Krick, chief execu- 
tive, said the group would 
focus more on its care divi- 
sions in 19%. “We are cur- 
rently investigating different 
alternatives for our external 
divisions in homecare and 
diagnostics," he said. 

Our considerations 
include the possibility of 

* 


selling these divisions, estab- 
lishing a joint venture or 
downsizing those units.” he 
added. “A decision on the 
alternatives is expected in 
the first half of 1998.” 

The comments accompan- 
ied the company's third- 
quarter results, which were 
lifted sharply by acquisitions 
and a strong US dollar. 

Pretax profits rose 110 per 
cent to DM322m ($186m). 
Group net p r ofi ts climbed 81 
per cent to DMl56m. while 
net profits at its Fresenius 
Medical Care subsidiary rose 
20 per cent to $73m- 
The subsidiary was formed 
after the company bought 
National Medical Care, the 
dialysis arm of Wit. Grace, 
of the US| in a multi-billion 
• dollar deaL 


Mr Krick reaffirmed the 
company's plans for FMC to 
pay a 1997 dividend. He said 
ftill-year 1997 turnover for 
the Fresenius group would 
be significantly above 
DM7bn and that profits 
would also be up on last 
year. 

Mr Krick, who is chief 
executive of both companies, 
said he expected the frill 
impact of acquisitions made 
by FMC in 1997 to be felt in 
1998. Both FMC and Fresen- 
ius would achieve 
double-digit sales growth in 
1998, he said. 

Excluding acquisitions, 
Fresenius achieved the larg- 
est growth in North Amer- 
ica. where sales grew 21 per 
cent on a pro-forma basis 
to DM3, lb n. 

1 


in Europe, excluding Ger- 
many. sales rose 56 per cent 
to DMl.2bn in the nine 
months. The share of turn- 
over accounted for by non- 
German sales climbed to 87 
per cent in the nine months, 
from 67 par cent a year 
earlier. 

Fresenius said the phar- 
maceuticals arm posted a 32 
per Cent increase in nine- 
month sales, from DM61 im 
last time to DM808m. and 
the division would post sales 
of more than DMlbn In the 
fiiil year. Acquisitions had 
played a considerable role in 
tbe growth, the company 
said. . 

In October, FMC com- 
pleted a DM3l6m rights 
issue to finance the purchase 
of further dialysis centres. . 
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COMPANIES AND FINANCE: UK 


Laura Ashley 



By P»99y HoKnger . 

Laura Ashley yesterday, 
parted company with' its 
highly paid and controver- 
sial chief executive, Ann 
Iverson, who has presided 
over the company’s sharp 
fall into loss in the past year. 

The company, which is 
known for its floral patterns 
an d qirintessen tiariy British 
country image, has Changed, 
its senior management four 
tunes in the past seven years 
in a so liar futile effort to 
revive its fortunes. 

Ms Iverson, who took over 
as chief executive in 1595, 
Initially enjoyed some suc- 
cess but this year the com- 
pany announced three profit 


warnings *nd pie-tax losses 
of £4L5m ($7.6m) in Septem- 
ber. - 

The company said Ms Iver- ■ 
son would depart" with 
immediate effect,' to', be 
replaced by David Hoare, 
who was drafted in by chair' 
man John Thornton to t ake 
over day-to-day running of 
the business. Finance direc- 
tor Jim Walsh will also leave 
as socm as a replacement can 
ba found. ... 

It is understood that the 
non-executive directors - 
including 35 per cent stake- 
holder and founder Sir Bern- 
ard Ashley - decided on 
Mcmiday night to ask for the 
resignations of Ms Iverson 
and Mr Walsh. 


The American-born Ms 
Iverson, who earned more 
than £lm last year in salary 
and bonuses, will leave with 
a payment equal to her basic 
salary of £450*0007 Mr Walsh' 
will receive £300,000 - also 
his basic-salary. 

It appears that trading in 

the past three Tnrmfhg lias 
deteriorated in North Amer- 
ica, where Ms Iverson was 
pursuing -an- aggressive 
expansion p r o gr amm e until 
it was baited cm the arrival 
of Mr Hoare. Analysts are 
expecting the group to Incur 
losses this year of about 
£l0m, entirely due to the US 
stores , against forecasts of 
about fiemin September. . 

One long- time institutional 


investor described his recent 
experience as “one sorry epi- 
sode. [Ms Ivurson had] seri- 
ously misjudged the North 
American mftricet She had 
significantly - raised expecta- 
tions, but she just did not 
deliver." 

Although Mr Hoare's 
remuneration 7 has not yet 
been settled officially, he is 
understood to be on a basic 
salary of £200^00 a year, half 
of which will be reinvested 
in Laura. Ashley shares. In 
addition, he will have an 
option package which 
becomes exeraseable over a 
three-year period beginning 
in 2000. 


See Lex, back page 


Taylor Nelson AGB buys Sofres 


By Errako Terazono 

Taylor Nelson AGB, the UK 
market research company, is 
buying Sofres of France for 
FFYLiebn ($20lnij to create 
Europe's leading and the 
world’s fourth largest mar- 
ket information group. 

The deal, to be financed by 
a rights issue and bank bor- 
rowings, allows Taylor Nel- 
son to service multinational 
groups which face increasing 
needs for global market 
research. “With the 
operations of the combined 
group in 28 countries, we 
can now offer our products 
to the Coca-Colas and the 
IBMs throughout the world,” 
said Tony Cowling, chief 
executive of Taylor Nelson. 

Sofres had revenues of 
FFrL41bn (£l44m) and oper- 


ating profits before excep- 
tional charges of FFn02m 
last year. The group, which 
focuses on ad hoc products, 
has been building up its 
international network 

frfrnflrrgfry Unwi, 

Taylor Nelson will raise 
£69m. ($99.7lin) by way of a 
4-for-8 rights issue of lOLlrn 
shares at 60p each. Fhnalac, 
the m a jorit y shar eholder of 
Ffoancifere Sofres, Sofres’ 
parent company, will sub- 
scribe £27. 7m for new equity 
in Taylor Nelson, equivalent 
to 11 per cent of the enlarged 
group. 

Mr Cowling said the 
merger would be earnings 
enhancing in the first year. 
Feel Hunt, the stockbroker, 
upgraded its earnings per 
share forecast toe 1998 tram 
3uip to AA&. 



Taylor Nelson’s Martin Frame, FD (left), and Tony Cowling 
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BOG to focus on 
gas operations 


By Mchael Ped 

BOC yesterday announced 
plans to increase operating 
profits from, its industrial 
gases business by at least 10 
per cent a year for the next 5 
years. 

Danny Rosenkranz, chief 
executive, set the new target 
after announcing flat pre-tax . 
profits Of £445 J2m ($752.4m) 
in the year to Septanber 30. 
He said the strength of ster- 
ling reduced profits by 
£27^m. 

Mr Rosesnkranz confirmed 


that BOC planned to concen- 
trate on developing tts gases 
businesses, which accounted 
last year far 77 per cent ol 
group sales of £3.68bn 
(£3.75bn). 

Mr Bosenkranz said he 
would have a shortlist of bid- 
ders for Ohmeda, BOC's 
healthcare business, by 
December and was not plan- 
ning any farther acquisi- 
tions or divestments. The 
group would build up its 
gases operation through 
expenditure on factories. 


Government 
blocks sale 
of Sears arm 


By Peggy Hoffinger 

The government yesterday 
dealt a severe blow to Sears, 
the struggling retail con- 
glomerate, as it blocked the 
proposed £370m ($625. 3m) 
sale of its home shopping 
arm to Littlewoods. the pri- 
vate pools and mail order 
group. 

Ihe disposal of Freemans 
was crucial to the company's 
plans to make a meaningful 
cash payout to shareholders, 
who have watched their 
Investments tumble by 42 
per cent in the past two 
years. Now investors are 
unlikely to get much more 
thaw the £80m - roughly Sp 
a share - raised from the 
disposal of a Scottish shop- 
ping centre earlier this year. 

Margaret Beckett, trade 
and industry secretary, took 
what appears to be an 
increasingly tough line 
against market consolida- 
tion. She backed the monop- 
olies and mergers commis- 
sion findings that the 
combination of Freemans 
and Littlewoods could be 
expected to operate against 


the public interest. 

Her main concern was 
that agency mail order - 
where agents sell products 
In return for commission - 
is still relied on by a signifi- 
cant proportion of lower 
income households as a 
source of credit. 

“Neither the high street 
nor other forms of home 
shopping particularly direct 
man order (without agents) 
could be regarded as ade- 
quate substitutes for agency 
m ail order," sho said. 

Although market leader 
Great Universal Stores 
would stm have a larger 
share of UK agency mail 
order, consolidation would 
mean that two players con- 
trolled more than 80 per cent 
of the industry. 

“This increase in concen- 
tration could be expected to 
reduce the level of existing 
competiton significantly, 
leading to a detrimental 
effect on choice, prices or 
efficiency In th* agency mail 
order market,” she said. 

Sears said it would now 
focus on demerging Free- 
mans in 18 months’ time. 


LEX COMMENT 

Littlewoods 


Political considerations 
were always going to get 
in the way of Margaret 
Beckett, trade and indus- 
try secretary, sanctioning 
Littlewoods’ attempt to 
buy the Freemans mail- 
order business. With the 
combination likely to have 
about 30 per cent market 
share, she would have 
appeared anti-competition. 

And with some of its cus- 
tomers credit-dependent, 
she could have been por- 
trayed as strengthening 
the hand of business at the 
expense of the poor. Good 
politics, however, need not 
equate to sound business. And in this case. Ms Beckett is 
guilty of setting policy with her gaze locked firmly on the 
rear view mirror. 

The reality is that, far all the fancy market share 
figures, agency mailorder is a business in decline. Credit 
is much more readily available than, it used to be, and all 
the growth is coming in the direct mail-order market 
Moreover, the market share figures are misleading ; the 
likes of Littlewoods and GUS face stiff competition from 
the high street and, increasingly, from direct man order 
where mighty names like Marks and Spencer are mus- 
cling in. Not for nothing is GUS, the market leader, 
spending most of its energy diversifying into information 
services. 

Ms Beckett may fly the pro-competition flag, but all she 
has achieved is to delay the inevitable consolidation, of a 
sector that has fallen out of fashion. Arguably, she has 
also retarded the interests of those she hopes to protect: 
the lower cost base of a merged entity would have 
allowed more aggressive credit decisions. 



Vodafone 
may start 
mobile 
price war 

By Christopher Pries 

The prospect of a price war 
in the mobile phone market 
was raised yesterday when 
Vodafone, the biggest UK 
operator, announced a range 
of tariff cuts and said it 
expected its rivals to “follow 
us down". 

Chris Gent, Vodafone man- 
aging director, denied the 
company was embarking on 
a price war with Cellnet, 
Orange and One-20ne, bat 
said the moves were neces- 
sary to improve growth in 
the UK cellular market 

Mr Gent said UK mobile 
market penetration of 14 per 
cent was low compared with 
areas such as Scandinavia, 
where rates are approaching 
40 per cent 

Vodafone is cutting call 
charges by between 125 and 
15 per cent for customers 
using its digital service. 
Other reductions, covering 
international calls and 
answering services, are also 
being implemented. 

The company also 
announced its half-year 
results yesterday and said it 
was considering a flotation 
next year of its Greek cellu- 
lar business, in which it 
holds a 55 per cent stake, 
a nd of its Australian subsid- 
iary in 2000. 

Pre-tax profits increased 18 
per cent to £2975m. The fig- 
ure included a £l9m excep- 
tional charge for a reorgani- 
sation of its distribution. 

In the UK, 151,000 new cus- 
tomers were added, taking 
the total to 3m. The group’s 
market share remained 
steady at 39 per cent. 


Energis pricing hurt by 
turmoil in equity markets 


By Christopher Price 

Shares In Energis, the 
telecommunications arm of 
the National Grid which is 
being floated next month, 
were priced in a range of 
250p and 325p yesterday, 
implying a value on the busi- 
ness of between £737m 
($L2bn) and £94lm. 

Energis is raising between 
£173 Am and £227 Am, most of 
which will be used to repay 
mare than £20Qm of loans to 
the National (hid. Its inter- 


est in Energis win fall to 495 
per cent after flotation, or 
74.1 per cent with the inclu- 
sion of convertible prefer- 
ence shares. 

Analysts said the bottom 
end of the offer range was 
lower than forecast, 
reflecting the volatility in 
world equity markets. Ana- 
lysts suggest a market value 
of between £l.lbn and £1.3hn 
once trading begins. 

Energis announced posi- 
tive interim earnings before 
tax, amortisation, interest 


and depreciation for the first 
time yesterday, reporting 
£2.lm against losses of 
£lLlm. Revenues in the six 
months to September 30 rose 
61 per cent to £69An. Pre-tax 
losses were £395m. 

Dresdner Klemwort Ben- 
son is global co-ordinator, 
sponsor and lead manager 
for the float The offer price 
is expected to be announced 
on December 9. Dealings in 
London and on Nasdaq are 
also expected to c omm ence 
that day. 


See Lex, back page 


Ferries clearance expected 


By Emma Tucker in BiubmIs 

Margaret Beckett, trade 
secretary, Is today expected 
to clear the proposed alli- 
ance between Peninsular & 
Oriental Steam Navigation 
*nd Steha Line on key cross- 
ffrtnnnfti fory services; but 
with substantial conditions- - 


The announcement : is 
expected to be made 
together with a statement 
from the European Commis- 
sion clarifying its view of 
the case under EU competi- 
tion law. Mrs Beckett was 
waiting for clarification 
before taking a 'final deci- 
sion, to be certain that the 


UK authorities' verdict 
would not face a challenge 
in the European Court 
The conditions are hkety 
to include a review of the 
deal after three years and a 
price capping regime on the 
companies’ merged 
operations to avoid steep 
price increases. 


Kazakhstan deal is signed 


By Aricady Ostrovsky 

The international activities 
of BG, formerly the explora- 
tion and distribution aim of 
British Gas, were strongly 
reinforced, yesterday whan 
along with several other 'oil 
and gas majors it signed two 
long-awaited two production 
sharing agreement in. Kaz- 
akhstan. . 

The deals open the way for 
exploring the Capstan sea, 
potentially one the world's 
richest . reserves of fossil 
foals, as well as increasing 
production from the giant 
Karschaganak natural gas, 
condensate fidd in. the west 
of Kazakhstan, 

... The agreements have par- 
ticular significance for BG, 
which has large stokes in 
both projects. 

, BG already has a 325 per 
cent stake. Karachaganak. 


BP seals $571 Sidanco buy 


British Petroleum yesterday 
completed the $571m pur- 
chase of a 10 per cent stake 
in Sidanco, the Russian o3 
company, from Unexjm- 
bank, Russia's most power- 
ful industrial group. 

Terms disclosed yesterday 
show that BP will also 


acquire a 30 per cent net 
interest in Rusia, an EastBf- 
berian company which owns 
the 25 triHian cu ft Kovyk- 
tinskoe gas field. 

The field will add 40,000 
barrels iff oil to BFs drily 
output and 300m barrels to 
its reserves. 


Other members of the. con- 
sortium include Agip of Italy 
with 325 pec cent, Texaco 
with 20 per cent and Lukoil, 
Russia's biggest oil 
company, with 15 . per 
cent 

The second agreement 
concerns the North Caspian 
field, which. BG will explore 
together with US group 
■Mobil, Agip, BP-Statod, Shell . 
and Tr&al of France. 


David Varney, BGs chief 
said: “The Karachaganak 
agreement gives BG a lead- 
ing role in one of ihe world’s 
largest oil and gas fields, 
substantially larger than 
any North Sea discovery.” 

BG said it expected Kara- 
chaganak to represent 10 per 
cent of BG’s asset value out- 
side Trans co, its pipeline 
company, by the end of the 
centtfcy. 
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US$150, 000,000 Convertible Guaranteed Bonds issued by 
LAI FUNG OVERSEAS FINANCE LIMITED 
guaranteed by 

LAI SUN DEVELOPMENT COMPANY LIMITED 
and after the IPO Listing Date 
(as defined in the Conditions) 
guaranteed instead by and convertible into shares of 
LAI FUNG HOLDINGS LIMITED 
(the “Bonds”) 

CanEliaa 6(*J of Am Kxbs and ccrafctim* of lie Bond* (the "Gonditiare) met dm n (he tout of the i»ue of the Band*, ii «** tbc 
of Lid San DcvcJoprean Compmy Limited (“Lai SibO 10 am Lai hqg Holdingi Limited, fUi Ring GdnO *> effect 
public offering PIPO') of aham of L*i fin* Chin* (das 'Sons") on or before 3tb Fcbnmy. 1998. Terras defined in the 
in dth nuke. 

Notice is baddy fiieai in * ceait l * n ec with Condtlioa 18 dm Ln Son aaaoonced * proposal on 17® November. 1997 id effect *0 
TO of 8 k Shares, wfaidi aro hdaidcd u te listed on Tte SBxk Esciunge of Hong Kt«8 Uraitnl 

Fterfaa'wrfbrait&ap ifacrttfacIPOitsctont to* caradtr lo darcholdmof Lai Sm <*faigh«»n rtripjnrtr e rf cr 18tft No»*a>b«, 1997, 
annUUc for Wpectioo ai the office of CMbuk N.A. at RegpKnr sad Madpal Paying, Transfer and 
Its offioe at ChflaDfc House, 336 Stfmd, Uflrioo WC3R IBB. England. Cirihrak N A. as ftprinp. Transfer and 
it* office at Avcaic do Torwcn 2*9, B • IUO Uruncta. Belgian. Cttitaak NA-n Paying. Transfer and 
its office at 5th Hoot, III Will Street. New Yotk, NY >0043, U&A. and Citibank (Luxembourg) SA. as 
aft* office at 16AveaKX4anc-Tba«eL-2132Luxco*o«n^. 

j tbo ctreceqneflces Of the IPO for B«Kfl»Wera, ancqatraJ by Cmfliko 7(a), will be 

Boadbofcfcn *fa«dd note das the lean* of the TO hive )« to be Tanlaed m ttau the TO may ran proceed 
The Common Code number of Or Bonds to478QS40. Tbc IS1N number of Ibe Bond* 1* XS0tW78054O2- 

LAI FUNG OVERSEAS FINANCE LIMITED 

19th November 1997 
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Canary Wharf 
securitisation 
raises £550m 


INTERNATIONAL BONDS 


By Edward Luce 
and Samar (skandar 

Canary Wharf, the London 
office development, yester- 
day made a dramatic 
entrance to the eurobond 

market with a £550m offer- 
ing. The securitised bond, 
which will be serviced by 
income from rentals, was 
underwritten by Morgan 
Stanley, one of the develop- 
ment's largest clients. 

The issue, split into three 
fixed-rate tranches and one 
floater, was largely placed 
with UK institutional Inves- 
tors, said an official, adding 
that pricing had been less 
affected by the recent tur- 
moil than other deals. “Pric- 
ing talk widened by about 
five basis points over the 
last few weeks whereas 
other deals widened by more 
like 10 basis points," he said. 

Proceeds will be used to 


refinance Canary Wharf’s 
gristing debt, most of which 
is short-term, and for work- 
ing capital. 

The fixed-rate tranches 
were priced to yield 72 basis 
points, 92 basis points and 
125 basis points over gilts, 
respectively. 

Japan's EXIM BANK 
chose a bold moment to hit 
the market with a 10 -year 
D-Mark bond, but the deal 
was considered a success. 
Officials at Paribas, sole lead 
manager, said that the bond 
- Exim’s first D-Mark offer- 
ing since its five-year issue 
in 1995 - was priced to reas- 
sure investors worried about 
Japan's financial crisis. 

At 24 basis points over 
10-year bunds, the bond was 
priced to give some pick-up 
over existing AAA-rated 
10-year D-Mark deals. The 
Asian Development Bank 
and 0KB, the Austrian 
finance house, are trading at 
about 21 points over bunds. 


New international bond issues 
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Officials said the issue, 
which tightened to 23.5 basis 
points in the secondary mar- 
ket, was well-received, with 
about 50 per cent going to 
German investors. “We are 
already short on the deal," 
said one. 

ABBEY NATIONAL 
became the first UK bank to 
target Japanese retail Inves- 
tors. Until recently, commer- 
cial banks were not allowed 
to sell bonds to Japanese 


individuals. This restriction, 
however, was scrapped in 
April as part of a market 
reform package. 

By setting a monthly cou- 
pon payment, the borrower 
structured the two-year deal 
to compete directly with Jap- 
anese one-month bank 
deposits, which pay interest 
at 0.3 per cent 

The bonds’ 6.10 per cent 
coupon offers a substantial 
premium to compensate 


investors for assuming cur- 
rency risk - the bonds are 
redeemed in sterling. 

As part of an innovative 
marketing campaign 
Nomura, the lead man ago - , 
is ifniring the bonds to Sher- 
lock Holmes, the detective 
created by Arthur Conan 
Doyle (Abbey National's 
London headquarters is 
located on Baker Street, 
where the fictional character 
was said to have lived). 


German bunds retreat from early gains 


GOVERNMENT BONDS 


By Vincent Boland 
in London and John Labels 
in New York 

Government bond markets 
closed mixed in quiet trad- 
ing as they digested com- 
ments on German interest 
rates, while further evidence 
of low US inflation failed to 
generate much spark. 

GERMAN BUNDS ended 
mostly Rat after being 
knocked off their perch by 
remarks by Helmut Hesse, a 
Bundesbank council mem- 
ber, that German inflation 
was set to rise next year. His 


comments caused bunds to 
retreat from earlier highs, 
but analysts said they did 
not mean that there was yet 
an argument for higher Ger- 
man interest rates. 

David Knott, core Europe 
strategist at Deutsche Mor- 
gan Grenfell, said while Mr 
Hesse's comments were “out 
of line with recent Bundes- 
bank thinking”, there was 
no domestic reason to lift 
rates yet “There is a general 
perception that if the Fed- 
eral Reserve doesn’t go, it is 
kind of hard for the Bundes- 
bank to tighten.” he added. 

The December bund future 
settled 0.02 higher at 10&B4 


in heavy turnover, after 
touching 103. 09 ea rlier. 

US TREASURIES were 
down slightly by midday. 
The 30-year bond fell A to 
100ft, sending the yield up to 
6.070 per cent The 10-year 
note lost % to 102&, to yield 
5.839 per cent, while the two- 
year note was down A at 
99%, to yield 5.675 per emit 

The consumer price inrimr 
for October was repor te d to 
have risen 0.2 per cent, con- 
firming the expectation that 
Inflat ion remains low. Exclu- 
ding the food and energy 
sectors, core CPI also rose 
0.2 per cent In a separate 
report, business inventories 


for September were shown 
up a greater than expected 
0.7 per cent rate. Real earn- 
ing were also reported as ris- 
ing 0.3 per cent 

Hie CPI figure did little to 
move the market “There 
was an early spike and then 
some profit-taking by a few 
large accounts," John 
SpineHo, Treasury strategist 
at Merrill Lynch. 

After a strong opening ses- 
sion, UK GILTS again 
marked time ahead of the 
release of October retail 
sales data today. The Decem- 
ber fixture settled A lower at 
117ft In modest volume, 
retreating from an earlier 


high of 118%. The 10-year 
spread over bunds widened 
to 119 basis points. 

Analysts said any sur- 
prises on retail sales, partic- 
ularly from a figure showing 
an exceptionally strong 
rebound from September’s 
1.9 pa- cent decline, would 
hit the long end of the yield 
curve hardest, with the short 
end already an guard for 
another Interest rate rise. 

ITALIAN BTPs were 
ammg the few to post any 
real gains, with the Decem- 
ber future settling 0.18 
higher at 112AQ. The 10-year 
spread over bunds narrowed 
further, to 55 basis points. 


Gazprom 
to issue 
rouble 
bond 

By Chrysfia Freeland 
In Moscow 

Gazprom, Russia’s largest 
company, plans to issue a 
rouble-denominated bond 
next year, it said yesterday. 

Plans for the issue follow 
the announcement week 
of a ground-breaking strate- 
gic partnership with Royal 
Duteh/ShelL 

That deal win be sealed by 
a $lbn International con- 
vertible bond issue early 
next year - after it was 
postponed last week doe to 
market conditions. Shell has 
agreed to invest up to $lbn 
in the issue, wtth another 
Slhn going to instit utio na l 
investors. 

MT Alexander Semaniaka, 
a Gazpr om board member, 
said file domestic bond issue 
was part of the gas group's 
efforts to develop a broader 
range of channels for 
attracting capital. Initially, 
the company hoped to bor- 
row RbsLOOObn (S666m) on 
the domestic debt market 

In tts first foray info the 
rouble debt market, Mr 
Semaniaka emphasised that 
the company's chief objec- 
tive would be to set an 
attr ac t ive benchmark for its 
debt, rather than to maxim- 
ise the amount it borrowed. 

Mr gAwtanlaira mill Gaz- 
prom, which has already 
borrowed nearly $7bn on 
i n ternational markets, could 
afford to be careful in its 
debt placement at home. 

He said he was hoping 
both the domestic and inter- 
national bond Issues would 
be strengthened by an audit 
of reserves that bad already 
ben completed. Mr Seman- 
iaka said he was confident 
Hint the mmHi, which is to 
be released early next year, 
would show that Gazprom is 
still undervalued. 


^PimLMARKETSj^EWSDiGEST 

New version of 
JP Morgan index 


r P Morgan will today launch a new emerging 

index to reflect growing tavestmi demand 

or high-yielding debt in non-doUar d^mmat^ l^^ 
uents. The new index - Emerging Maritete Local todK 
»lus - expands upon J-P. Morgan’s ongmal ELMI index 

iy adding 14 countries to the original 10- 

Officials at JP. Morgan pointed out that the index had 
unperformed the bank’s dollar^en^ted emerging 
oarket bond index during the turmoil m 
Ms confirmed the growing Investor view that 
ency debt provides a hedging opportunity for emerging 
oarket investors. 

ELMI+ has been expanded by several new markets. 
Del uding flhinfl, India, Indonesia, South Korra, Chile. 
Venezuela, Hungary, Greece. Egypt ^ Israel. The P°«Tfo- 
Lo is by monitoring one, two and three-monm 

oreign exchange forward contracts on the emerging mar- 
:et currencies. 

Analy sts at JJ». Morgan pointed out that on a regional 
i reakdo wn. returns on eastern European local currency 
ebt r emain up on the year despite the carnage wrought 
a its doflar-denominated debt 

In contrast, Asian debt has shown heavily negative 
eturns. gorging market dollar debt meanwhile, has 
een hit pre tty evenly across all regions, although Asian 
onds have generally underperformed their emerging 
iarkpt eountemarts. 


■ DERIVATIVES VENTURE 

First Chicago joins Tokio Marine 

First Chicago NBD Corporation, the eighth largest US 
hank holding company, and Tokio Marine and Fire Insur- 
ance, the world’s second largest property and casualty 
insurer, yesterday announced the creation of a joint ven- 
ture specialising in derivatives and focusing mainly on 
Asia. 

The two companies will initially inject $75m of capital 
into the new entity, called First Chicago Tokio Marine 
Financial Products. Tokio Marine, which is rated triple-A 
by the ranfa credit rating agencies, will provide the ven- 
ture with a financial support agreement. 

When operations start early next year, roughly 30 
employees from the parent companies trill be dedicated to 
the venture. They will be supported by additional market- 
ing, technical and managerial staff from First Chicago 
»nd Tokio Marine. 

“This venture is a winning proposal both for our cus- 
tomers and for Tokio Marine,” said Koueki Higuchi, presi- 
dent. “Our increased scope will help meet our customers* 
growing risk management needs." 

Vane Istock, chairman of First Chicago NBD. said the 
venture would help it to “serve customers in fast-growing 
Asian markets”. Stoner Isktmdor 
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CURRENCIES AND MONEY 




D-Mark gains on hint of higher rates 

: :■ 

AVA- : 


MARKETS REPORT 


By Simon Kuper 

The D-Mark firmed 
yesterday after Helmut 
Hesse, Bundesbank council 
member, implied that Ger- 
man interest rates might rise 
by more than expected. 

“There are some factors 
which indicate that prices in 
Germany may move in the 
■wrong direction next year." 
he said. “All in all, even 
without monetary union it is 
hard to imagine that in May 
1998 interest rates at the 
short end of the martrwj win 
be at the low level that they 
were in the early autumn of 
1997.” On a quiet day's trad- 
ing, his remarks provided 
the main impetus. 

The l>Mark rose 0.9 pfen- 
nigs against the dollar to 
close in London at DML725. 
The dollar received some 
help from talk, that Euro- 
pean central banks had been 
buying it below that leveL 
The D-Mark also rose l~2 


pfennigs against the pound 
and Y0.33 against the yen to 
Close at DM2923 and Y728& 

The yen had gained early 
in the day on hopes that the 
Japanese government would 
use taxpayers* money to bafl 
out stricken banks. But the 
Economic Planning Agency 
denied this, and Ryu taro 
Hashimoto. prime minister, 
added later “I have never 
said that public funds would 
be used.** The yen closed 
only marginally firmer 
against the dollar at YT25.7. 

Traders shrugged , off the 
EPA’S latest fiscal stimulus 
package, which the agency 
said would create about Y6tr 
in demand a year. US Octo- 
ber consumer prices rose 02 
per cent as expected and 
likewise had little impact on 
the market 

■ PMBd in Me* r Vdfc 


•a*18 

£qtt 1.6930 LM4S 

Tima 1.A9Z5 rssei 

3 m® 1-8876 1X079. 

lyr 1.6657 1.6860 


■ The Bank of Portugal 
cut interest rates yesterday. 
The repurchase pact dropped 
by 20 basis points to 55 per 
cent, and the absorption rate 
by SO basis points to 49 per 
cent. The move followed 
tame October inflation data 
and parliaments approval of 
the 1998 budget The escudo 
feE EsG.2 against the D-Mark 
to ES1Q2.L 

The cuts were expected. 
However, they helped spark 
new debate over the level at 
which European interest 
rates will converge when 
monetary union starts. The 
market, despite Mr Hesse's 
comments yesterday, now 
believes that rates will be 
lower than it previously 
thought. A Spanish press 
report yesterday supported 
this view, ratin g gove rnment 
officials as saying that Span- 
ish rates would be at 4 per 
cent when Emu begins. 

The. June 1998 Euromark 
futures contract, which bets 
on ihe expected level of Ger- 
man rates, has risen 35 basis 



points vhinp last month and 
now prices In rates below 
4-25 per cent. Germany's 
repo rate stands at 3.3 per 

But Paul Meggyesi. senior 
currency economist at Deut- 
sche Morgan Grenfell in Lon- 
don, said the forex market 
was currently more inter- 
ested in safety than In high 
yields. “Risk consideration" 
was the driving theme. 


■ The Korean' wan, which 
hit a new low. on Monday 
after the Bank of Korea 
stopped defending the lfiCO 
mark against the dollar, 
slipped only mildly yester- 
day. ft fell from L0G8-60 to 
L010 against the dollar. But 
Mark Geddes, treasury econ- 
omist at ABN-Amro in Lon- 
don, noted that trading was 
all but dead and that for- 
ward rates were pricing in 
another plunge in the won. 

■ The Asian currency crisis 
and political problems 
pushed the Indian rupee to a 
21-month low of Rs37.52 
against the dollar yesterday. 
India’s United Front coali- 
tion seemed to. he at risk 
from allegations over the 


Nov IB £ t 
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Mul 5X141 - 5X260 14320 • 14970 
AM* 1001 OX - 10(00.1 5911X0 - 5913X0 
UAL 32204 -023(4 3X729 -3X731 


murder of Rajiv Gandhi, 
then prime minister, in 1991. 

The rupee has fallen bom 
about Rs36 to the dollar 
since August, with the 
Reserve Bank of India sell- 
ing dollars to manage the 
depredation. Yesterday the 
RBI intervened again and 
said that the rupee’s recent 
fell had been “adequate", 
which traders took to mean 
that it should cease sow. 

The region's currency 
woes yesterday also knocked 
1 per cent of the Taiwan dol- 
lar and 0J> per cent off the 
Singapore dollar. 

■ The American Stock 
Exchange, the third biggest 
US equity market, is to use a 
floating exchange rate index 
for the Hong Kong dollar 
when trading options on 
Hong Kong stocks. 

The HK dollar's rate is 
fixed through a peg to the 
US dollar. But Amex is “pre- 
pared far any possible future 
changes with respect to the 
R ong Kong dollar". 
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CREDIT NATIONAL 

(nowNataxisSA) 

(the “Origins) Issuer) 

(established as a sod*6 anonym© wider tha laws of the 
Republic of France) 

Notice to Noteholders of the foltowing notes Issued 
by the Original Issuer. 

( 1 )^ ¥30fl00fi00fi00 9 ^ 75 % Reverse Dual Currency 
Yan/Austrslian DoOar Bonds due 2005 ; and 
(D)A$ 240 X«M )00 &8S% Notes due 1999 
(logeltier, the “NotehoMars" and the TtoteaT respectively) 

NOTICE IS HERESY GIVEN to the Noteholders that, puisuant to 
a transfer agreement (tra&S cfapporQ dated 7th April 1997 (tha 
Transfer Agreement"), the Original issuer and Bsnqua Franpaise 
du Commerce Exferteur {"BFCE*} (now Natestis Benqus) have 
concluded 0 transfer of assets in acco rda nce wtfh the rules 
applicable to spH-offe o( companies (PmjtX tTapport partial 
efactf soumis au rtigene jundpug des scissions) In a ccordance 
wBh Artlcla 387 of the Company Law U du 24pjOet 1966 (the 
■Company Law"). 

As the parties to Ihe^ Transfer Agreement have submitted to Article 
387 of the Company Lew, for the ptxposaa at Ranch tew the 
OriginaMssuerwM not be released from Its oblgstians as debtor 
but wBI continue as a co-debtor (co-d^bPaur) with Natans 
Bantam in respect of the Notes. The eSectatthre doctrine under 
French law (known as soMarttP/uri&quet 'm that txtfitfre Original 
Issuer and Natexis Banque wlU hencefo rth ba jriritiy and 
severalty BeUe in respect of afi obBgafiORS (as co-ddbiteiBs) 
under the Notes, without any Further foirnallty. 

As from September 1996, tha Cklghri fasuer held 100 per cenL trf 
the share capita) ot BFCE (now Natsads Banque). fe accordance 
with the terms of the Transfer Agreement, the OriginaMssuer has 
with effect from 1st January. 1997 transferred its commercial 
banking dMston to Natods Banque. 

As a resuft of the transfer, ihs Original Issuer became the hokfaig 
company of the Credit NatlonalflBFCE group ot com pani es now 
known as Natexis (the “GreupT). The main banking eubskfcuy of 
the Group is Nataxis Banque. 

The terms Ot the Transfer Agreement were approved by 
Extraonflnary General Meetings of the shareholders of both 
the Original Issuer and (now) Naiaxls Banque both held on 
23nJ June, 1987. 

Copies of 9)6 Fiscal Agoncy Agreement relating to each issue of 
Notes (hcfcxSng the relative Terms and Conditions) wfl be 
BVSlabfe for inspection by Noteholders at the offices of The 
Chase Manhattan Bank, Trinity Towers, 9 Thomas More Street, 
London El 9YT 

Two copies of the Transfer Apeament were deposited wfth the 
Graffs du Ttttiune! ds Commerce de Paris on 21st May. 1987, in 
respect ot both the Oii^nffi Issuer and Natexte Banqua 

The Chase Manhattan Bank 

for and on behalf of A CHASE 

NateidsSJL W 

19th November, 1997 
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El Nino 

mariielsP 

People aetafttag abort B IHo, 

nA Ike ofhet It rirf* barn in Itae asotats- 

Food markets like sugar, coffee, com, soybeans, and 
wheat. Energy markets like oil and natural gas. Even 
bond and stock prices. 

If fBB haw a weather trade in ratod, giro us a cafl. 

Our job is to make sure you have everything you need 
to stan trading on your own, like a FREE El Nino report 
from a top-rated independent advisor. In addition, we 
oRer the most comprehensive package of trading 
support In the futures discount industry. FBS charts, 
newsletters, hotlines, and more. 

For more information and a RES B Ho report. ca 9 us. 
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LlRD-mDOa 8c COMPANY 

DUKXART BOUSE - 0-13 CZflSVELL ST. - LOKDOH ECIV4UT 
rbr Information In Ute UK call: Oermany: 0130018100 

0800 - 262-472 

WWWJhKt-WaldoCk.com Switzerland: 08 00 55 83 38 

names tratfing Involves the risk of loss, even gresker than 
the original Investment. May not be suitable for alL 
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Financtai Mormatian Service on Japanese Corporate issuers 

UIKUNI’S 
CREDIT RATINGS 

on about 4,ooo bond issues and about 1330 short-term notes 
Cost :US$5£00 par yew 


To:Mftu1 & Co. Ltl 
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U.S. $250,000,000 

Subordinated Floating Rate Notes Due August 2003 
Notice b haraby gtan dial <ho Rera of Merat (or riw period Nrenmber 
t9, 1997 fa Fwniaty 19, 1998 hm been feted c4 5.75% ond the* fee 
Infers* payable on fee i dc v un t inkral Ffaymeni Data February 19 
1 998, ogainjt Coupon No. 1 9 will be U5573.47 in respect of 
US5 5,000 nominal of tKa Notes end USS1/469.44 In mped of 

US5 100,000 nrarind ol the Notes. 

Nomcmber 19,1997, landon JU7A 
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COMMODITIES AND AGRICULTURE 


Guinea minister attacks alumina partners 


By Kenneth Gooding, 

Mining Correspondent 

A bitter attack on some of the 
al uminium companies that have 
dominated the bauxite and alu- 
mina industry in Guinea has been 
made by Fassine Fofana. minister 
of natural resources and energy 
for the west African country. 

"For decades Guinea has been 
in the grip of international indus- 
trial partners who have organised 
their relationship with the coun- 
try in such a way that they could 
access cheap resources without 


investing on a regular basis and 
without generating added value 
locally," suggested Mr Fofana. 

“Ail this was made possible 
through the control of manage- 
ment and through the use of mar- 
keting organisations that could 
monitor the whole process and 
preclude Guinea from any direct 
access.- to the market.” 

Guinea is the second largest 
producer, after Australia, of baux- 
ite, the raw material for alumina, 
from which aluminium is made. 

Mr Fofana was particularly crit- 
ical of the companies that are his 


government’s partners in Friguia. 
Guinea’s alumina producer that 
filed for bankruptcy in April. 

These companies - Alcan of 
Canada, Aluminium Pechiney of 

France, Hydro Aluminium of Nor- 
way. and Noranda Al umini um of 
Canada - are in dispute with the 
government and have asked a 
Geneva tribunal to arbitrate. 

The minister said the so-called 
Frialco consortium - led by Pech- 
iney - controlled production, tech- 
nical, administration and market- 
ing operations of Friguia and 
monitored hnnic financing. 


“The collapse of Friguia is a 
direct consequence of a lack of 
Investment and interest by its 
controlling shareholder and the 
squeeze conducted in collabora- 
tion with the institution providing 
financing to Friguia,” he insisted. 

Pechiney said it did not want to 
discuss the allegations in detail 
because of the ar b i tr ation case. 
But it said Friguia had been self- 
financing, reflecting some contri- 
bution by shareholders. 

The company said Friguia was 
run by private investors between 
I960 and 1973 and this was a good 


example of adding value to Guin- 
ea's bauxite. In 1973 a “mixed 
economy" status was imposed on 
the company. Private investors 
lost control of management and 
technical assistance was their 
only input. “Not surprisingly, the 
mixed economy status, with the 
involvement of ministers as chair- 
man and other administrative offi- 
cers, triggered a deterioration of 
profitability which led to losses.” 

Pechiney said proposals were 
made in 1994 to privatise Frialco 
and increase its output but were 
not taken up by the authorities. 


Mr Fofana said other investors 
were keen to play a part in Guin- 
ea’s industry. African Investments 
International, a specialist consul- 
tancy, was advising the govern- 
ment on Friguia. It was still hoped 
Friguia would expand annual 
capacity from 640.000 to 1-im 
tonnes with a 5300m investment 
Also, SBC Warburg Dillon Read, 
the investment hank, was advis- 
ing on the restructuring and pri- 
vatisation of Guinea's mining sec- 
tor. Mr Fofana said mining 
projects involving SlObn were on 

the drawing board. 


Platinum in 
short supply 


Al uminiu m groups show 
confidence in demand 




By Kenneth Gooding 

Platinum demand will 
substantially outpace supply 
this year for the first time 
since 1988 and there will be a 
further supply deficit in 
1998. according to Johnson 
Matthey. the world's biggest 
platinum marketing group. 

Tightness of supply 
boosted platinum prices 
from less than $350 an ounce 
in February to a peak of $495 
in June. JM suggests in its 
interim market report that 
prices will range from $400 
to $150 an ounce in the next 
six months. Platinum was 
$391 in London yesterday. 

JM forecasts that supply 
will fall from 4J£m ounces 
last year to 4.77m ounces in 
1997 while demand will rise 
from 4 -96m ounces to 5.09m 
ounces. 

Supply problems origi- 
nated when Russia failed to 
export any platinum in the 
first half of this year because 
of bureaucratic hold-ups and 
political infi ghting . 

Consequently, Russia's 
exports are predicted to fall 
from l.22m ounces to 700,000 
ounces this year. JM expects 
no increase in Russia's 
exports next year because 
the country's platinum 
stocks are virtually gone, 
and estimates that Russia’s 
annual production is only 


COMMODITIES PRICES 


600.000 ounces. “There is no 
prospect of higher shipments 
from South Africa [the big- 
gest producer I where produc- 
ers are operating close to 
capacity." says Alison Cow- 
ley. author of the review. 

JM suggests demand for 
platinum for jewellery this 
year will rise from 1.99m 
ounces to 2.07m ounces 
while its use in car catalysts 
- for removing pollutants 
from engine exhaust fames - 

wUl slip from L88m ounces 
to 1.63m ounces. 

Platinum jewellery 
demand has been lifted this 
year by a 50 per cent rise in 
China (including Hong 
Kong), to 300,000 ounces. 
Chinn has overtaken Japan 
as the biggest platinum jew- 
ellery market 

In its assessment of pros- 
pects for other platinum 
group metals, JM suggests 
pTimtimn prices will remain 
above $190 an ounce but that 
Russia, the biggest producer, 
will attempt to contain any 
rallies above $230. 

Rhodium, also used in car 
catalysts, is forecast to be in 
deficit this year, with supply 
at 440,000 ounces compared 
with demand of 449,000 
ounces. 

Platinum 1997 Interim 
Reuiew, from Johnson Matt- 
hey, 78 Hatton Garden. Lon- 
don EClN 8JP, UK Free. 


By Nikki Tait in Chicago and 
Kenneth Goocfrig in London 

The al uminium industry is 
sending clear signals that it 
expects strong demand both 
in the long term and the 
immediate future. 

Among the indications 
yesterday was the signing of 
a memorandum of under- 
standing between Norsk 
Hydro of Norway and Qatar 
Petroleum, the state-owned 
organisation, for a U5$lbn 
aluminium smelter that will 
be the biggest in the Gulf. 

Norsk Hydro will have 60 
per emit of the project and 
raise the finance. The 
smelter is expected to start 
up in 2002 at an annual rate 
of 200,000 tonnes and be 
expanded eventually to 
400,000 tonnes. 


Meanwhile, Alcoa World 
Alumina and Chemicals, the 
joint venture between Alcoa 
in the US and Australia’s 
WMC, is to go ahead with a 
$L9Sm expansion of the Wag- 
erup alumina refinery In 
Western Australia - the sec- 
ond time in a month the 
company has moved to add 
to its reflning capacity. 

The expansion will add 
around 440,000 tonnes a year 
to Wagerup's capacity, to 
2.19m tonnes a year by mid- 
1999. It said the expansion 
was the “first stage" of a 
programme to lift capacity 
to 3 3m tnnnos a year. 

The move comes amid a 
wave of expansion moves in 
Australia's bauxite and alu- 
mina sector. Reynolds Met- 
als of the US recently 
announced plans to spend 


$600m to raise Worsley Alu- 
mina’s annual alumina 
capacity by 12m tonnes to 
3.1m tonnes a year. Alcan 
Aluminium Is alsn i nv e sti n g 
$130m In a new bauxite mine 
in North Queensland. 

Reynolds Is to restart pro- 
duction at its Troutdale 
smelter in Oregon, which 
was shut down at the end of 
1991. But only 25,000 tonnes 
of the plant's 121.000 tonnes 
of capacity will be used at 
first, beginning in March. 
This will compensate Reyn- 
olds for a loss of output at 
Volta Al uminium in Ghana 
because of drought 

Pechiney of France is to 
restart the 10 per cent of 
capacity shut down in 1994 
at its 125,000 tonnes a year 
Saint-Jean-de-Meurienne alu- 
minium smelter in the Alps. 
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From the Gulf to Oregon, smelting capacity is set to rise 


Cargill raises malt production capacity 


By Nikki Tait 

Cargill, the large 
privately-owned US agri- 
products company, has 
announced plans to increase 
its malt production capacity 
by almost 50 per cent, via 
the purchase of Schreier 
Malting, a Wisconsin-based 
business with facilities in 
fTanadfl and China. 


Terms were not disclosed 
but Cargill said the deal 
would lift its malt produc- 
tion capacity to almost 1.5m 
tnnwps a year, through the 
addition of SMC's 415,000 
tonnes. This will make Car- 
gill one of the world's largest 
malting businesses. 

The Minnesota-based 
group already has plants In 
Belgium. France, Germany, 


the Netherlands. Spain, and 
the US. It is due to open a 
facility in Argentina in 1998. 

The SMC deal will add a 
production facility in She- 
boygan, and give Caigjg a 51 
per cent interest in Prairie 
Malt in Saskatchewan, Can- 
ada. It will also take over 
SMC’s 45.5 per cent interest 
in CUC Malt-Naqjing, a joint 
venture close to Shanghai 


• Members of the New York 
Cotton Exchange, which 
bandies both agricultural 
and financial contracts, and 
the neighbouring Coffee, 
Sugar & Cocoa Exchange, 
will share In a payout of 
about $50m if they vote to 
merge their futures trading 
organisations. 

The two organisations, 
which announced earlier 


this month that their respec- 
tive boards had approved the 
merger plan in principle, 
said that full members of the 
richer CSCE would get a 
payout of $100,000, while fuB 
members of NYCE would 
receive $25,000 each. 

The merged organisation 
has “tentatively designated” 
itself the New York Board of 
Trade. 


Oil 
drifts 
as talks 
continue 


MARKETS REPORT 


By Gary Mead 

The intricate negotiations 
between Iraq and the UN - 
which inched forward yes- 
terday with word that both 
sides might hold talks this 
week in Geneva - left crude 
ofl markets relatively direc- 
tionless. 

On the New York Mercan- 
tile Exchange, December 
crude sagged 11 cents to 
touch $20.15 bat traders saw 
that level as fairly firm; it 
later recovered to $20.19 a 
barrel. 

On the International 
Petroleum Exchange. 
December Brent was less 
febrile; in later trading it 
was at $19.53 a barrel, 20 
cents up from the previous 
dose. 

Further fall-out from the 
recent turmoil on the Asian 
markets, which is seen as 
precipitating a slowdown in 
economic activity in the 
region, hit copper on the 
London Metal Exchange. 

Copper’s three-month 
price dipped to the lowest 
point since October 1996, 
closing at $1,892 a tonne. 

Lead, zinc , nickel, tin and 
aluminium were also all 
treated with some disdain - 
zinc dosed at a 2 ’6-year low 
of $566, down S13, while 
nickel ended at $6,120, down 
$125. 

Gold, meanwhile, 
remained fragile, the after- 
noon London “fix” just 45 
cents an ounce higher than 
in the morning, at $304.10. 

Soft commodities were 
handled bearishly on the 
London International Finan- 
cial Futures Exchange: 
March cocoa dosed at £1,029 
a tonne, down £13, with con- 
tinued strong harvest 
reports from Ivory Coast 
dogging the market. The 
January contract for coffee 
ended $20 lower at $1,625 a 
tonne. 


BASE METALS 

LONDON METAL EXCHANGE 

(Maw from Amalgamated Metal TtadUg} 

■ ALUMINUM, 88.7 PURTTY 9 pvttnm) 
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3 mths 
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1836-37 
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hhgh/low 


1658/1635 

AM Official 

1816-16.5 
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Kfirt> dose 


1639-39.5 

Open nit 
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Total <±*y ftuncw 

n/a 


■ ALUMINIUM ALLOY (3 per tonne) 
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Open hL 
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Total turnover 

n/a 


■ LEAD (S per tonne) 
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587-8 
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562-84 
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Highytow 


563/561 

AM Official 

561-62 

573-79 

Kerb ck»e 


565-6 

Open nt. 

n/a 


Tend tally lunwver 
■ NICKEL (Sperm 

n/a 


Close 

6030-40 

6125-30 

Prevoun 

6(35-45 

8225-30 

H^Mow 


6210/61 10 

AM Official 

6080-85 

6165-70 

Kerb close 


6135-40 

Open irt. 

n/a 


Total ta+v oanover 
■ TW (S per tonne) 

rt/a 



Close 
Prewous 
HigMow 
AM Official 
Kerb close 
Open nil 


5580-85 5560-85 

5635-45 5615-20 

561 015560 

5500-85 5570-75 

5575-80 
rVa 


Tool dafy Hanover n/a 
■ ZMC. epeOteMgh grade (S per tome} 


Ctoao 
Previous 
Higftflow 
AM OffioN 
Karti dose 
Open ml 
T otal taffy turnover 


1135-5-385 1 163-04 

1130-JQ 1 IBS-67 

117471151 
1141-41.5 1168-685 

1160-61 
n/a 
n/a 


■ COPPER, grade A S per tonne} 

Close 1879.5-605 1906-07 

Prevwuo 1945-46 1971-73 

mgrvVw 19SB/Y890 

AM Official 1905-6 1930-30.5 

Kerb clou 1667-06 

Open ml n/d 

Total tally turnover n/a 

a LME AM Official OS rate; 1JW3Z 
CMC Ctaring PS rate: IJfaaa 

Spot 1 6066 3 atts 1.6596 6 nfts 15819 8 Rtfs 1.6747 

■ HH3H GRADE COPPER (COMEX) 



sen 

Dteta 




DPMI 


price 

ctarige 

Hgb 

law 

m 

kit 

tor 

0610 

-250 

87.60 

85.50 

338 

1J47 

Dee 

85.95 

-320 

89.80 

85.10 

42*4 28J15 

Jan 

86.35 

-3.1D 

8800 

8800 

102 

T-6B1 

FNj 

8650 


8800 

86.30 

33 

1,462 

tor 

BOSS 

-190 

9800 

8800 

2,497 13,651 

** 

86.75 

-275 

8850 

86J0 

23 

1^08 

TOW 





&3M87JB8 


PRECIOUS METALS 

■ LONDON BULLION MARKET 
(Pncea supplied by N M Rothschild) 

GoMfTmy 03 $ price £ eqiJv SFr equte 

aose tt&ava&ro 

oparwig axuo-meo 

Momma At 303.es ireji 427.18 

Aflemoon fix 304.10 179.46 427.20 

Day's High 30840400.70 

Days Low XBJO-OCa® 


17841 427.18 

179.48 427.20 


Previous dose 3038030420 

Loco Ldn Mean QaM Landtag Rates (Vs USS 

1 month 3.71 6 months 3.76 

2 months J3X7 12 months JL90 

3 mont hs J.37 


Precious Metals continued 

■ GOLD COMEX {100 Troy ca.; 1/Troy cap 

set Daft open 

pike change Hfai low M W 

lee 307.0 +29 

Dec 307J +29 3080 3039 28399 97503 

M 3089 +-3.0 3085 305.1 7,588 43386 

AW 3789 *10 317.0 305 JO IX 38 8J05 

JOB 3180 +3X 3124 310.0 710 11,447 

tag 315.1 -*20 - - 587 4.951 

Total 30^48218068 

■ PLATINUM NYMEX (50 Troy ce; S/troy acj 

JU 392.8 +72 3920 3855 2.430 10.709 

hW 3858 *12 3894 3840 193 1437 

JN 3888 *12 - 14 94 

Total 773 12448 

■ PALLADIUM NYMEX (100 Troy cz; t/lroy cz.) 

Dee 208.00 +1-20 20940 207.00 278 2492 

Mw 20575 +085 20050 20550 154 1.704 

Jan 20225 +0.95 - - 6 117 

Sag 19925 +095 2 

TMal 837 4415 

■ StLVBI COMEX (5.000 Troy to,; Cuntotoy «J 

Rev 5004 -14 5105 508.0 2 2 

Dec 5104 -14 5134 5054 174*4 44444 

Jen 5123 -1.8 5134 5134 1 27 

Her 5164 -1.7 5184 5124 9491 37428 

Nay 5184 -1.7 5194 5100 143 2767 

JW 5208 -1.7 5224 519.5 178 2880 

TaM 2B410 98473 

ENERGY 

■ CRUDE OB. NVfrgX (1400 barrels. Vbarre^ 

Latest Dayk Open 

price ctte«e Mgb lew Vet W 

Dec 2016 -0.10 2041 2015 48437 50482 

Jen 2041 -007 2043 2037 67,196 98423 

Feb 2047 - 2032 2047 570 43J2B 

Mar 2045 -043 2047 2045 5459 22789 

Opr 2035 -004 2040 2035 5 16458 

■ay 2031 +002 2042 2025 1.115 20.107 

Total 140478418482 

■ CRUDE OB. IPE EPbarreQ 

Latest Day** Open 

price ebaage Sgb lew M U 

Jn 1036 -002 1043 1035 12266 70428 

Fsh 1030 -0.01 1946 1840 5452 42438 

Bar 1024 +003 1927 1624 871 8.392 

Apr 19.14 +046 1924 1013 643 5433 

Nay 1940 +004 1002 1940 2B8 5462 

Jon 1841 +007 1096 1006 368 8.788 

Total ate afc 

■ HEATWC OB- taNEX (42400 U5 gNflJ dUS QNtj 

lateN Dark Open 

pries ctaege Mgb Lew M M 

Dee 57.96 +O10 58.40 57.70 10528 42523 

Jea 58.45 +002 5645 5825 8416 35443 

Fab 6640 -003 5840 5845 2732 15.106 

Nar 5750 -006 5740 5750 1402 10235 

Apr 5015 +0.17 56120 5010 5W 5472 

llW 5440 +022 54.00 54,75 564 4437 

Total 34431126424 

■ OABOlLPepttnaBj 

San Day's 0 d« 

take change Hfcti Lew Vol Inf 

Itee 17940 -050 18050 17000 10198 27.751 

Jan 17840 -075 18025 17075 5408 15.188 

ftb 17840 -125 17926 17840 1,540 1O980 

M*r 17550 -1501707517040 24E 6401 

Apr 17340 -123 17425 17325 234 5440 

■ay 17075 -125 17240 17140 372 1463 

Tate] txaor 83466 

■ NATURAL OASffEtljMUtenasBsapg tent 

Dae 14450 -0220 18160 14460 55 1,155 

.ten 10460 -0030 18.470 191460 100 2605 

Total 706 11406 

■ NATURAL GAS mntfr (10006 BmflbL: Merita) 

Uni n eft open 

price stage High In W U 
DSC 2425-0445 3430 2490 4MW 40,108 

Jea 2410 -0030 2955 2900 21.101 45J7B 

n 2730-0021 2740 2705 8536 24,477 

Nar 2466-000* 2530 2470 2436 18315 

Apr 2270 +0002 2290 2230 1479 11434 

Hey 2165 - 2210 2180 467 8686 

INN 78BBZ37401 

■ UNLEAIPH) OASOUS 

affMBT (4200065 gNCflUS gate) 


GRAINS AND OIL SEEDS - 

■ WHEAT UFFE (100 tonnek £ per tonne} 

Sett 0 W* Op ea 

price change Ugh Low Vol U 

Roe 81.10 +065 81.15 6140 23 94 
JH - 83.10 +060 8345 8250 115 2457 

Mir 8525 +075 852S 84.60 63 2497 

May 8725 +075 8725 SO 55 183 2269 

JN 8025 +075 - - 135 211 

1WN 364 8133 

■ WHEAT CUT {SXOQbu mto certa'BOtj bushel) 


SOFTS. 

■ COCOA L1FFE (10 tcrciegEAom^ ' 

Sad Daft Open 

price change Hah Lew W tat 

Dec 1001 -15 1015 1001 245Z 41415 

Her 1028 -14 1043 102B 2/1* 57496 

Bay 1048 -14 1062 1050 443 23435 

JW 1068 -14 1081 1087 378 10539 

Sap 1084 -14 1068 1086 644 19488 

Dec 1099 -13 1113 1103 481 21417 

TNN 7480203402 

■ COCOA CSCE (10 tomes; STtoroea) , 


MEAT AND LIVESTOCK 

■ UVE CATTLE CME (40400*”? ceotsTtbsj 

Sett Dark Open 

Price change Ugh Low VN tat 

Die 67.075-0350 67575 67425 7.124 31446 

Feb 68500-0250 68475 68450 3299 38199 

Apr 72100-0125 72450 71475 1433 18986 

Jan 70300-0125 ZDJC0 70450 405 11472 

tag 70400-0100 70425 70275 1 71 4414 

Del 72250+0450 72A00 72175 15 1231 

Total 12447 101254 

■ LEAN HOQ8 CME (ULODObs; oente/lbal 


tor 

36050 

-025 36800 35875 

8X68 39550 

Dae 

1563 

-18 

1584 

1555 

499 

1.151 

Dec 

61125 +OLS25 63250 62250 3.165 

1SJKB 

■ay 

36825 

-025 37125 36800 

1215 7256 

Uar 

1590 

-25 

1615 

1587 4X41 46567 

Feb 

68860+0425 62X50 52.150 1X37 

13,660 

JN 

37423 

- 37800 37350 

1.164 16515 

toy 

1619 

-24 

1642 

1B1B 

862 17273 

tar 

58125^1300 50200 58S2S 

361 

5,424 

S4P 

38000 

+1X0 38050 37800 

2 273 

JN 

1641 

-24 

1661 

1644 

194 

4X80 

Jua 

68150+0250 66275 68700 

98 

3X06 

Dec 

39000 

+1.00 391X0 389X0 

10 3.190 

St, 

1661 

-24 

1883 

16® 

IK 

5A08 

JN 

64X00+0X75 6S200 64.600 

42 

1J06 

Total 



21X42 100533 

Dec 

1680 

-24 

1700 

1685 

37 

9X83 

fag 

62X00 +0X75 62.700 62.400 

24 

206 

■ MAIZE CST &000 tw mn cw«s/56fc bushel) 

TNN 





8251 94XM 

INN 


3JB2B 

17,136 


276.75 

-1X0 27825 Z75J5 41 .706 1X51 3 

■ COCOA (ICCO) (SDfTa/tonneJ 



■ PORK Bn 1 IPS CME (40jxnbK cente/TbsJ 



MW 20640 -050 287.75 28540 28294129454 
M«y 29225 -075 28375 28925 2,662 34,480 
JN 295.75 -075 29725 29440 2428 48276 
Sap 28740 -140 28825 288.75 182 44<8 

Dae 28640 -4.75 288.00 235-75 1461 29410 
Total 7144*376430 

■ BARLEY UFFE (100 tonnes; E par toons? 

■ea 7445 -045 74J5 7445 56 28 

Jan 7090 +015 77.10 7040 93 12B8 

■w TOM - 557 

Nay 8075 23 

Sap 8240 +075 8 

Total MS 1497 

■ SOYABEANS C8T(5jOCBo Ufa cantaWb hadnQ 

Nee 72800 -7J5 73740 72240 8721 I486 
Jwt 72000 -625 73140 71840 <3,159 67483 
Nar 72340 -52S 73140 72240 7406 274*1 
Nay 72725 -440 73540 72800 2.733 20450 
JN 72940 -425 73540 72825 3462 20,755 
tog 72800 -340 729.00 72440 49 1 42* 

Total 6804147451 

■ SOYABEAN Q<L CST (6q.000ihj: cartartb) 

Dae 2546 -033 2840 2545 12408 38880 

Jtai 2809 -040 2850 2800 8156 88435 

Mar 2643 -031 2943 2640 3,721 25,138 

Nay 2828 -033 2880 281B 1493 12407 

JN 2828 -030 2860 2640 1402 10423 

tag 2800 -021 2810 2545 18 1411 

Total 37,051 128,831 

■ SOYABEAN MEAL CST (100 tong; SAon) 

Dec 232.4 +14 2334 2286 18*26 32422 

Jan 2274 +09 2282 2254 8*88 28419 

Mar 2224 +04 2244 221.7 8419 28125 

Nay 2200 - 2214 219.0 2441 17428 

JN 2214 +02 2214 2194 L*56 12444 

tag 2202 +02 2214 2204 73 8986 

Tetri 28363101471 

■ POTATOES UFFE (20 tonnes; £ par toma) 


to* 17 Mn Pm*, dm 

tfajy 124890 124249 

■ COFFEE UFFE (5 tonnaa; Mnrj 

to* 1625 -21 1632 1610 71 1.133 

Jaa 1825 -20 1638 1600 2400 17424 

Nar 1615 -15 1623 1594 1,180 12478 

Nay 1610 -14 1611 1800 134 3420 

JN 1610 -14 1612 1600 31 1427 

Sep 1615 -17 - - 409 

Tetri 34T7 354» 

■ COFFEE ■<? CSCE P7,500lbs; carWton) 

Dae 16*46 +445 16640 15740 4,175 2423 

Nar 15805 +340 15740 14725 *466 11,713 

Nay 15125 +325 15125 14540 384 3413 

JN 14540 +240 14540 143.00 42 2473 

Sap 14145 +146 1*040 13800 11 1477 

Dae 13640 +045 13640 13440 33 684 

Total vm 22,160 

■ COtiFEE (TCP) (US centVpound) 

tor 17 Prat day 

Conn daBy 12874 12874 

15 dey avenge 11555 11855 

■ WHITE 8UQAB UFFE (50 tonnes; SAonnaj 


tor 

85.0 

-*X 

- 

- 

_ 

' - 

far 

125X 

-85 

129.1 

1280 

70 

1,132 

toy 

1380 

-85 

_ 

- 

_ 

22 

Jbi 

1480 

-85 

- 

- 

- 

- 

tor 

680 

- 

- 

— 

_ 

3 

TNN 





70 

1,189 

■ FREIGHT (HFF5Q UFFE (510/Index potnQ 

tor 

1200 

+5 

1200 

1300 

Z 

470 

Dae 

1212 

+22 

1212 

1205 

17 

265 

Jrii 

1244 

+19 

1244 

1235 

6 

602 

far 

1316 

+10 

1315 

1315 

1 

399 

JN 

1190 

+20 

1195 

1195 

1 

116 

Trial 

CIdm 

Rav 



27 

1JB 

an 

1223 

T234 






tor 

3142 

-1.4 

3189 

314X 

301 19X78 

May 

3182 

-OX 

319A 

3180 

450 4A28 

fag 

®r.» 

+81 

321J0 

3Z1M 

34 3X74 

Oct 

3148 

- 

3144 

3140 

356 3X03 

Dae 

3185 

-22 

— 

- 

- 140 

Total 





1J91 81X39 

■ SUQAR 11* CSCE {ii2JX»be; centaflba) 

tor 

1226 

-80S 

1228 

1228 3.721 1886k 

toy 

1224 

-0X2 

1224 

1223 

SO 31X<2 

JN 

11X9 

-0X2 

ll.SB 

11X8 

725 23X90 

ON 

11X3 

-a 02 

11X3 

11X2 

247 22246 

Mr 

11X6 

-0X1 

11X7 

11X7 

183 6X42 

MW 

11.60 

-0X1 

11.84 

11.63 

n 660 

Total 





8472298*72 

■ COTTON NYCE (SOXOObs; cents/lba) 

Dae 

71X9 

+027 

71.10 

70X0 8682 23X11 

Mar 

7208 

+021 

7220 

71X0 7X01 30X68 

■fa 

73X5 

+0X7 

7820 

72 SO 

824 T127T 

JN 

7198 

+0X8 

74X0 

73X0 

725 12X55 

ON 

7803 

-807 

7810 

74X5 

20 910 

Dee 

1521 

-813 

7825 

7815 

258 9X66 


Ml 68575+1225 68700 58400 2,554 8606 

Mw 58275+0900 58550 5&000 172 1479 

MW 58275 +8775 68300 59.100 46 433 

JN 68875+1475 68975 59400 14 352 

tag 57400+8700 57400 - 4 22 

TNN 2400 ASM 

LONDON TRADED OPTIONS 

Strtoe prion 8 tomn —Cato Pure — 

■ ALUMINIUM 

(89.756) LME Dec Mar Dnc Mar 

1625 n/a - 

1050 n/a - 

1675 n/a - 

■ COI HUB 

(Grata A) LME Dec Mar One Mar 

1950 rt/a - - - 

2000 n/a 

2060 n/a 


1000 

1028 

1050 

■ BRENT CRUDE 
IPE 

1900 

1960 — — — 

5000 — 


LONDON SPOT MARKETS 

■ CRUOe CXL FOB (per barret) +or- 


CROSSWORD 

No .9,536 Set by BATS 


Dec 

Mw 

Dec 

Mar 

n/a 

_ 

- 

- 

n/a 

_ 

- 

- 

n/a 

- 

- 

- 

Dec 

Mar 

Oec 

Mar 

n/a 

- 

_ 

. 

iVa 

- 

- 

- 

nfa 

- 

- 

- 

Nov 

Jan 

Nov 

Jan 

5 

71 

24 

40 

1 

46 

66 

71 

- 

31 

119 

106 

Dec 

Mw 

Dec 

Mar 

7 

GO 

6 

32 

1 

43 

25 

46 

- 

39 

49 

ei 

Jan 

Feb 

Jan 

Fab 

83 

. 

40 

40 

- 

. 

56 

_ 

39 

62 

- 

- 



SBwr Ft* 

Spa 
3 months 
6 months 
1 year 
GoU Cotea 
Krugerrand 
Made teat 
New Sovereign 


p/troy 02- US eta equhr. 



take eta* B0 

Lew 

ON H 

0*c 

5873 

-0X9 

5845 

5870 16.044 28199 

Jan 

58X5 

-850 

5955 

5885 

7,701 28154 

fob 

5830 

-aiB 

5830 

5810 

1X73 13X86 

tor 

mm 

-0.11 

60X5 

GUO 

1X57 7X43 

far 

BIK 

-0X1 

62.05 

62X5 

857 6X84 

toy 

63X5 

- 



820 8732 

Total 





28998 98805 






. . _ . 


PULP AND PAPER 

■ PULPEX OMLX (SO; 24 air tby tons) 

Sril Daft Open 

price otnge Hgb Lea V« M 
Dec 55800 +140 55140 55040 11 277 

tor 36840 - 56940 26725 13 358 

Tto) 29 789 

FUTURES DATA 

A0 firfuras data suppBod by CMS. 


Minor metals ban Men* ButeUn 
European tree marital 5 per b in me- 
house, (bat week's In brackets). An t im o ny : 
884596. S per tamo. 1480-1.780 {1.740- 
144(9. Otwnu dc ndn, 9946%. tome Mn 
320-825 (3.25-3.40). Cadmium min. 
S945%, cants a pound. 30.00-40.00 
(3520-40.00$- Cobalt: MB free market 
miri. 992%. 24.75-26.76 (24-25-2225); 
min. 892%, 18.10-1S.50 (18.00-18.40J. 
Mercury; min. 80-99%, $ par 78 fc flask, 
140-150. Molybdenum: 345-340 (320- 
3.7Q). Selenium mil 802%. 140-2.90 
P-00-3.00). Tungsten ere: min. 65%. 5 pgr 
tame ink OF. 4002 (40-45). VanaOtffre 


Ibtal 18100 88572 

■ ORAMOE JUICE NYt£p54Q0tercwtaX>^ 

Jn 34.65 -805 8640 8445 2467 24408 

tor 87.70 - 8815 8740 2,146 12,477 

Nay 9090 +0.15 8140 9850 163 3454 

JN 9340 +840 94,75 9176 • 36 1430 

Sep 8815 +815 8850 8640 SO 873 

tor 9840 +815 9825 9850 10 721 

TNN 8423 435B6 


VOLUME DATA 

Open Interest and Volume data shown tar 
ec wfac te traded an COMEX, NYMEX. C8T. 
NYCE. CME. CSCE end IPE Crate 06 are 
ana day in errgnm. Vobnns & Open Interest 
totals are tar bH traded months- 

INDICES 

■ Rautare (BfPC 18/9/31 a TOO) 

Nov 18 Nov 17 month ago jwar ago 

18124 1813.0 18488 1885-4 

■ CRB PWaa (Baa: 1967 = 100) 

Nov 17 Nov 14 month ago year ago 

241.62 241.72 

■ 09a Spot ptBffi 1970 = 100} 

Nov 17 Nov 14 month ago year ago 

198.63 20249 204.12 211-34 


LNM WAREHOUSE 

STOCKS 

taamm 

4 

AtamWum 

-W50 

to 

703,675 

AtaNrium May 

-1® 

to 

44X00 

Copper 

+675 

to 

342.1» 

Lead 

♦430 

to . 

11BX2S 

MdcN 

-132 

to 

68450 

Zinc 

+3X75 

to 

406^0 

Ite 

-10 

to 

827D 


Dutai 

S1831-8X5W 

+OX5 

Brent Bland (defied) • 

Si 8.45-850 

+0.125 

Brent Btend (Jwi) ' 

S1834-XXB 

*0X1 

W.TJ. 

S2CL35-CL37W 

4X3 

■ Oft. PRODUCTS NINEpnnpt (Mwry OF (tamaj 

Premium Gseoflne 

5196-183 

-2 

Gas Oil 

$183-180 


Heavy FUN 08 

SI 0*-106 


Naphtha 

$192-194 

-2 

Jet fuel 

S2Q8-206 


Diesel 

Si 93-195 


■ NATURAL QAS (RanoaAtiann) 


Bactan (Ded 

14X5-15X5 

-0.15 

mrateM AigUK Tel London pm) 359 8790 

■ OTHER 



Gdd (per toy ozJ$ 

S30946 

+2X0 

BBvar &«rtn>y oa)f 

513.00c 

-3X0 

PteHnun (per toy et) 

yag^pn 

+2X0 

Patedum (per trcy az.) 

■ $20800 

+1.00 

Popper 

85.0c 

+4X 

Lead (US prod} 

4&00c 


Tin (Kuala Lumpu) 

IBXSr 

+048 

Tin (New YoriQ 

2685 

+2X 

Caste (Sw wa$H} 

94.1Zp 

•CMT 

Sheep Jive weight 

97.1 3p 

-7X0- 

Pigs (five wdghijt 

6822p 

■5X8* 

Lon. day (raw) 

S289X0 

-0X0 

Loa day sugar (arte) 

$30800 

-0X0 

Bartey (Eng. teed) 

Unq 


Mate (US No3 Yaflow) 

£109X0 


Wheat (US Dark Nwi« 

Unq 


Rubber (Dedy 

5«X0p 


Rubber (Jan)V 

54X0p 


Rubber fiRSSNol) 

274X2 

-2X 

Coconut 08 pN0§ 

S35Xy 

+2X 

Pakn Ofl (Mday,)§ 

540Xw 

-5X 

Copra (PhQ§ 

541 5X 

-25 

Soyabeans (USJ 

189Xtz 

+1X 

Cotton OtNodCA’ Mac 

77.15c 


Waotops (54a Stood 

403p 

+4 

E par mw iritaa oOwwlM SrisL p peieafa. e wait 

r itariflo. m auatotai enMg. y DwAln. z NmOk. • 


jbl VLantai Fhyrieri- S CF Bewarin', f Mtet irenwt 
dow, * CMrtga en unto. 19aM re 582 tefl of dpi «*t 


ACROSS 

1 Prisoner laid into drunk if 

tense (11) 

7 Policeman's Mr arrest (3) 

9 Stir a dash of orange into 
reddish-brown (5) 

10 Cogence: it could be devel- 
oping externally (9) 

11 Roue's trap set for an old 
bird (9) 

12 Square instrument which 
has a sharp paint (5} 

13 Reckoned to have made a 
difference (7) 

15 Den wants prime minister 
beheaded (4) 

18 Reportedly escape from a 

circus (4) 

20 Join forces again when 
Roger tarns up (7) 

23 Fight Tor a morsel (5) 

24 George has to look in hole, 
after gold (9) 

28 Mooring in Alaska (9) 

27 A dramatic passage £br the 
violin (5) 

28 Com or cauliflower, per- 
haps? C3) 

29 Money to be paid is seel' 
lent (11) - 

DOWN 

1 Reinforced bodywork 
required for vehicle travel- 
ling at speed (8) 

2 Repulsive as doubly 
upper-class nose perhaps? 
(8) 

S Opening bare of- gold 
brought up after removing 
roof from money factory (5) 

4 Composer's country (7) 


5 Simpleton is not sharp (7) 

6 Shocking night - Heather's 
outside in shocking 
weather (9) 

7 Tory party seeds a right 
winger (6) 

8 Measuring in feet (6) 

14 Long-distance lens captures 
large beasts, not small, in 
toto (9) 

16 Chancellor cooked a rib 

‘ and cabbage (6) 

17 An offensive habit presents 
a perfect image (8) 

20 Inflexible person a tad difB* 
cult to get round (7) 

20 Retire to a place of refuge 
(7) 

21 Eastern land and country 
house (6) 

22 Dealer in comestibles cut' 
ting tail off dog upset its 
own h? ( 6) 

25 Man eats rich starter with 
a cocktail (5) 

Solution 9,535 
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LONDON STOCK EXCHANGE 


Footsie’s 156-point rally grinds to a halt 


MARKET REPORT 


By Steve Thompson, 

UK Stock Market Editor 

An uneasy calm descended on 
London's equity market yester- 
day. with the 3.3 per cent rally in 
share prices over the previous 
two sessions, induced by a good 
rally across far eastern markets, 
givin g way to a much more cau- 
tious attitude. 

Always on the back foot, the 
FTSE 100 index finished a rela- 
tively quiet session down 21.6 at 
4 . 845 . 4 . well above the day's low. 
but never threatening to regain 
its recent upward momentum. 
The market's other Indices 


were similarly weak, with the 
downside emphasis again on the 
smaller issues. The FTSE Small- 
Cap index, which has been left 
behind somewhat in recent days, 
lost 8.1 to 24S80.0. 

The FTSE 250 index dipped 
only 2.4 to 4,623.4, sustained, 
according to dealers, by a raft of 
positive trading results from 
many of its constituents, notably 
Great Portland, the property 
group. De la Rue. the paper and 
printing company, and Perpetual, 
the fund management group. 

A double digit dividend 
increase and a proposed buy-back 
of 10 per cent of its own shares 
propelled Northern Ireland Elec- 
tricity shares, another of the 


big winners in the 250 Index. 

Of the Footsie constituents 
reporting yesterday. BOC and 
Vodafone were in line with 
expectations, but the latter took 
a hit from the introduction of a 
more aggressive stance on mobile 
phone tariffs. The front line 
index was also burdened by a 
steep fall in Enterprise Oil. after 
a disappointing update from the 
company. 

Economic news horn both sides 
of the Atlantic was seen by strat- 
egists as market-positive. On the 
domestic front, the public sector 
borrowing repayment for last 
month came in at an encouraging 
£5.7bn, while in the US the Octo- 
ber inflation monthly rise of 


0.2 per cent was well received. 

Wall Street kicked oft on a firm 
note, with the Dow Jones Indus- 
trial Average posting a 20-points 
plus gain within five minutes of 
the opening bell It maintained 
its position until London closed 
for the day, when the Dow 

slipped into negative territory. 

London was locked in a rela- 
tively narrow trading range all 
day, retreating to a low of 4327.0 
in mid-momlng before stabilising 
later in the session, despite the 
uneven trend in the US. 

Turnover was a light 671.4m 
shares, spread evenly between 
Footsie and other stocks. 

Traders said London was drift- 
ing in the run-up to Christmas, 


which could well see a general 
mar ket consolidation and might 

prompt the big institutions to 
drive up prices of the poorer per- 
formers. such as Halifax and the 
Woolwich. 

Goldman Sachs, the investment 
hank, reduced its 12-month Foot- 
sie forecast from 5300 to 5J250. 
although it expected UK equities 
to outperform Europe. 

It cited rive reasons for 4ts 
stance: attractive relative valua- 
tions; its view that strong eco- 
nomic growth and high interest 
rates are not necessarily negative 
for equities; the prospect of Emu 
entry; possible currency depreda- 
tion: and the UK's defensive qual- 
ities. 


FTSE An-Sham fandex 
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Indices and ratios 

FTSE 100 4845.4 

FTSE 250 4623.4 

FTSE 350 ZMQ.7 

FTSE All-Share 2290.99 

FTSE All-Share yieW 338 
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FT 30 3147.4 

FTSE Non-Png p/e 19-6S 

FTSElOOFut Dec 4871.0 

10 vr Gm yieW 6.74 

Long gilt/eqvity y*d rat® 199 

Worst performing nctnrs 

1 Oil Exploration ...... 

2 Extractive Inch* -- — 

3 Tobacco — - 

4 Tetecofmmirucaiions 

5 Transport — — 


Enterprise 
hit by 
report 

A surprise statement from 
Enterprise Oil over its pro- 
duction output sent the 
share price spinning down- 
wards yesterday. 

The announcement that 
the company's production 
target was being slashed by 
45.00(i barrels a day sent the 
shares down almost 8 per 
cent at worst. The stock 
ended the day 43 or 6.6 per 
cent oft at 609p, easily the 
worst performance in the 
Footsie. And turnover of 
6.5m shares was one of the 
highest on record. 

In terms of net asset value, 
and profit, the slide was gen- 
erally reckoned to be over- 
done. But the extra 20p or so 
represented concern over the 
company's general credibil- 
ity. 

One analyst said: “Only 
nine months ago Pierre J un- 
gels was telling everyone 
bow fantastic everything 
was and now all their pro- 
jects are slipping back. The 
problem is that Enterprise is 
undertaking downgrades 
against a backdrop of hype." 

Hie statement only hit the 
market late yesterday and 
brokers were busily adjust- 
ing their forecasts down- 
wards. Dealers said ABN 
Amro Ho are Govett had 
reduced its net asset valua- 
tion by 10 to 448p. 

However. Neil Perry at 
HSBC James Cap el said the 
sell-off was an over-reaction. 


“It looks as though Enter- 
prise will replace 180 per 
cent of production in 1997 
and the company is still in a 
very active expansion 
phase." The harsh market 
treatment meted out to 
Enterprise cast a pall over 
rival Lasmo. marked down 6 
to Z75p. 

The race for the exit door 
by senior executives at 
RSkyB appeared to be build- 
ing yesterday as the market 
pondered news that the 
finance director is quitting. 

In a statement after Mon- 
day's close of trading, BSkyB 
said group finance director 
Richard Brooke will resign 
with effect from the end of 
the month. The move comes 
after the earlier departure of 
chief executive Sam Chish- 
olm and David Chance, dep- 
uty managing director, to 
consultancy roles. It means 
all three of the senior execu- 
tives who led the company 
in its early years of develop- 
ment have left The shares, 
which were up at 662p ear- 
lier this year, fell 12 to 412p. 

Insurers firm 

United Assurance lifted 5 
to 506p with Credit Lyonnais 
Laing said to be enthusing 
about the yield benefits of 
the stock for income funds. 

Composite insurers 
remained firm despite their 
geared exposure to a weak 
overall market Credit Lyon- 
nais was also behind the 
strength there. The broker 
turned slightly more positive 
on the sector because of 
recent heavy falls. Guardian 
Royal Exchange was up 2 at 
300p and Royal & Sun Alli- 
ance 5 higher at 532p. 
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Banknote and cash han- 
dling systems producer De 
La Rue rose 12Vi to 410p on 
stronger-th an -expected first- 
half earnings figures. 

The company reported a 
6.6 per drop in first-half 
profit to £56.3m but the fig- 
ure was greeted with relief 
by analysts, who were 
expecting £48m at best. 

BOC Group moved up 12 
to 977p in response to pre- 
liminary results slightly 
ahead of market expecta- 
tions. Some analysts were 
reducing forecasts for the 
year to September 1998 
because of the impact of the 
strong pound but the 1997 
figure of £445 .2m. was mar- 
ginally higher than last 
year's. Favourable condi- 
tions in industrial gases 
counteracted currency nega- 
tives. 

News that the government 
has denied British Aero- 
space £i20m in public funds 


for its participation in two 
new Airbus aircraft cast a 
shadow over the stock. 

The shares fell 5 to £15.45. 
Dealers said bargain-hunting 
late in the day had pre- 
vented a further decline in 
the stock. Salomon Brothers 
rates the shares a ‘'buy”. In 
a recently published 40-page 
note, the US investment 
bank said: "Investors and 
analysts have been very 
focused on how BAe can best 
pursue the European defence 
industry consolidation pro- 
cess. We believe this misses 
the point that BAe’s invest- 
ment upside flows from the 
exploitation of its cash." It 
added: “The European inte- 
gration process may provide 
ear ning s e nhancing ways Of 
spending some of that cash, 
but there are other invest- 
ments. including BAE buy- 
ing back its own shares 
which could be equally or 
even more rewarding." 
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■ Major Stocks Yesterday 


performers in the FTSE 250. 
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They gave up 3% to 54V£p. 

Analysts said the special 
dividend from Sears that the 
market was expecting is now 
unlikely, or will at best be 
delayed. Others suggested an 
alternative was to float 
shares in Freemans, bat they 
said these would probably be 
sold at a discount 

Steel weakens 

British Steel, which pub- 
lished first-half figures ear- 
lier this week, followed the 
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deteriorated due to Far East 
markets turmoil. Our expec- 
tation is for Q1 1998 price 
increases in Europe but 
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Tokyo recovery does little to calm nerves 


WORLD OVERVIEW 


World markets settled down 
after their strong rally on 
Monday but there was little 
sense that the recent turmoil 
was at an end, writes Philip 
Coggan. 

“The rally in Tokyo Is a 
fairly isolated event," said 
James Montier, global strate- 
gist at Nat West Markets. 
“The thing that stands out is 
that most markets are drift- 
ing in fairly low volume. We 
are entering a period when 
equities are not going to be 
the best performing asset 
class by a long chalk. Inves- 
tors should seek protection 
in cash." 

The recovery in Tokyo did 


US bnpfled earnings 

S&P Composite divided by the S&P Composite P/E ratio 
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continue for a second ses- 
sion, accompanying details 
of the Japanese govern- 
ment's package to revive the 
economy. But the perfor- 
mance of the rest of Asia 
was mixed, with the after- 


v 


math of the slide in the Kor- 
ean wod causing renewed 
doubt about the stability of 
Other currencies. The dan- 
gers of a spiral of competi- 
tive devaluations are evi- 
dent 


A corporate bailout in Mal- 
aysia was not well received, 
with investors fearing strong 
companies would be forced 
to save the weak, rather 
than allowing the latter to 
go to the walk 

Such a strategy, in many 
commentators' eyes, would 
be likely to prolong Malay- 
sia’s problems. 

The effect of the Asian cri- 
sis is slowly working its way 
through to analysts' views 
about the rest of the world. 
Goldman Sachs has lowered 
its 1998 earnings growth 
forecast for Europe ex-UK 
from 17 per cent to 15 per 
cent; in the US (although 
Asia is only one of many fac- 
tors) it expects earnings 


growth to slow sharply to 3 
per cent in 1996, from 10 per 
cent in 1997. 

A major caveat is needed 
about this forecast, in that 
Goldman is much more opti- 
mistic about S&P 500 compa- 
nies; they are expected, to 
grow earnings by 83 per 
cent, helped by higher qual- 
ity earnings and share buy- 
backs, Nevertheless, it is a 
striking prediction from o ne 
of Wall Street’s more, promi- 
nent bulls. 

One of the reasons that 
Goldman expects profit 
growth to slow is the effect 
on p r ofit margins of higher 
labour costs. 

Yesterday's US consumer 
price data showed a 0l2 per 


cent month-on-month rise, 
exactly in line with fore- 
casts, indicating that the 
tighter employment market 
was not yet showing up in 
high street prices. 

However, because the data 
is historical, Mr Bob Craven 
of the Fixed income Manage- 
ment Group in San Fran- 
cisco warned that “the Fed 
ignores CPI results insetting 
policy*. 

With the US and the UK 
markets worrying about 

inflation, while most of the 

rest of the world Is con- 
cerned about the risk of 
deflation, it seems hkely that 
markets win remain volatile 
until the global economic 
trend becomes clearer. 


Dow slips as 
stocks take 
a breather 


Insurers fail to lift bourses 


AMERICAS 


US stocks took a breather 
yesterday following three 
days of strong gains as 
blue-chip and technology 
shares pulled back, unites 
John Labate in New York. 

By early afternoon the 
Dow was down 1435 at 
7,683.97. The broader Stan- 
dard & Poor's 500 also fell 
back, oft 332 at 942.38, while 
the Nasdaq composite index 
lost 538 at 1.608.23. 

“There's some consolida- 
tion going on, and some 
meaningful resistance of the 
S&P 500 around the 950 
level." said Bill Meehan, 
chief market analyst at Can- 
tor Fitzgerald. “The pullback 
is very minor," he added. 

Analysts expressed relief 
that the market had not 
given way to a widespread 
sell-off, as it has following 
recent rises. 

Shares in AT&T jumped 
$2& or more than 5 per cent 
at $5i£ after two analysts, 
one at Lehman Brothers and 
the other at Sanford C. Bern- 
stein. repeated their “buy" 
rating for AT&T’s stock. 

Investors were reminded 
of uncertainties surrounding 
the effect of the Aslan cur- 
rency and markets crises on 
US multinationals when 
Avon Products issued a 
warning Co the market 

The stock plunged $8*i or 
more than 13 per cent to 
$56 a * as analysts cut their 
rating after the cosmetics 
company issued a warning 
late on Monday abont 
fourth -quarter earnings. 
Weakness in Asian and 
Latin American markets 
triggered the announcement 

Some expect this to be an 
initial sign of further reduc- 
tions in comings estimates 
due to instability overseas. 
“It's a general worry about 
the economic aftermath, and 
investors are edgy," said 


Hugh Johnson, chief invest- 
ment officer at First Albany 
Corp. 

“There is nowhere near 
the sense of urgency to buy 
stocks like there was after 
the corrections last spring 
and during the summer of 
1996.” Mr Johnson added. 

Computer-related shares 
were mixed as Microsoft fell 
$?i to 313414, while Adobe 
Systems plunged more than 
9 per cent or $4% to $44% 
after the company said that 
its fourth-quarter revenues 
would he lower than expec- 
ted. 

Banking shares were 
mostly lower as Treasury 
bond prices edged down. By 
early afternoon the bench- 
mark 30-year Treasury bond 
was down V* at lOOg, yield- 
ing 6.077 per cent 

However, the banking sec- 
tor was enlivened by bid 
speculation. CoreStates 
financial rose more than 9 
per cent to $79 on rumours 
that it was close to being 
acquired by First Union, 
whose shares fell $2& to 
$50%. Trading In both was 
halted early In the afternoon 
session. 

TORONTO came off in the 
morning session after open- 
ing flat as the market 
tracked events on Wall 
Street The TSE index was 
22.59 lower at 6,776. 

The metals sub-index 
bucked the trend, rising 
after a series of announce- 
ments from resources group, 
Noranda. 

Noranda added C$1.75 to . 
C$25.40 on news that it 
planned to sell its 49 per 
cent stake in Norcen Energy 
Resources. 

Noranda also said it would 
spin off to shareholders its 
66 per cent bolding in Nor- 
anda Forest and its 100 per 
cent stake in Canadian 
Hunter Exploration. Norcen 
rose C$335 to C$35.05. 


European markets were 
quiet after Monday’s Asian- 
inspired rally. An unsteady 
start on Wall Street, unin - 
spiring US inflation data and 
a weaker dollar conspired to 
leave s hares flat 
FRANKFURT drifted side- 
ways , with the Ibis-indicated 
DAX index ending just 27.43, 
or Q.7 per cent, higher at 
3.844.14 in a largely direc- 
tionless market. 

Allianz typified the mood. 
With thg shares falling hark 

after a bright opening to end 
DM2.50 lower at DM399.50. 
Initial enthusiasm for the 
insurer’s deal with AGF of 
France melted away as ana- 
lysts decided that, while 
strategically sound, the deal 
would not enhance earning s 
until 2000. 

More excitement sur- 
rounded Aachener & 

MQnchener, an insurer in 
which Allianz holds a 5 per 
cent stake and AGF holds 33 
per cent, on hopes that the 
combined shareholding 

French insurance 
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Sao Paulo drops back 


SAO PAULO slipped back 
after Monday's gains and by 
early afternoon the Bovespa 
index had lost 344 or 3A per 
cent to 8,739. Volume was 
below average at R$217m. 

Telebriis. the federal tele- 
communications group, 
moved back R$4.50 or 4 per 
cent to RS1Q7.50. 

MEXICO cm' cut its 
losses on moderate buying in 
the wake of strong third- 


quarter gross domestic prod- 
uct figures. The IPC index 
was down 38.95 or 0.85 per 
cent at -L549-36 but off a low 
of 4,524.08. 

LIMA slipped on profit- 
taking, triggered by a lack- 
lustre session In New York 
and continuing jitters over 
volatile world markets, trad- 
ers said. The general index 
fell 7225 or 0.4 per cent to 
1.785.08. 


1,100 
1,050 - 
1,000 


might be sold to finance the 
deal. Aachener & Mttnchener 
shares rose DM34 to DM545. 

Elsewhere, Volkswagen 
continued to slide on nega- 
tive sentiment surrounding 
possible corporate moves by 
the carmaker. Having 
already been a weak market 
on news of its interest in 
Rolls-Royce, VW fell DM15.90 
to DM905 on rumours that 
the company was locking at 
bidding for Volvo of Sweden. 

"Buying Volvo would 
make no sense for VW,” said 
Rolf Menzel at B ZW in 
Frankfurt. “The synergies in 
the car division are too small 
and investors have already 
seen how such deals can go 
wrong from General Motors' 
takeover of Saab.” 

Pharmaceuticals and 
healthcare equipment group 
Fresenius bucked the down- 
beat trend, ending DM9.50 
better at DM120 in spite of 
worse-than -expected nine- 
month profits after the 
company gave an upbeat 
sales growth forecast 


for the fourth quarter. 

PARIS was subdued In 
spite of the agreed counter- 
bid by Allianz for AGF, with 
the CAC 40 ending up 9.62 
points at 2,782.61. Dealers 
said there was evidence of 
some profit taking by Inves- 
tors after Monday’s 3 per 
cent gains. 

AGF shares were 
suspended following the Ger- 
man insurer’s agreed offer 
for 51 per cent at FFr320 a 
share, FFr20 a share more 
than Generali offered last 
month, although its offer 
was far 100 per cent 

The news sparked excite- 
ment elsewhere in' the insur- 
ance sector, which has been 
a strong performer recently 
on restructuring hopes. 
GAN, seen as a possible tar- 
get for the losing AGF bid- 
der, was the main feature, 
closing up FFr2.5 at 
FFrK£L5. 

Worms et Cie, the con- 
glomerate, was also boosted 
by the bid, rising FFr20.90 to 
FFr 517. AGF is a white 
knight bidder for Worms in 
its fight against Francois 
Pinault'6 Artemis, and the 
Allianz deal was seen as 
being more likely to leave 
thin deal Intact. 

Elsewhere, Sanofi was the 
star as the shares responded 
to clearance from the US 
drug regulator for its anti- 
stroke drug Clopidogrel. 
developed in conjunction 
with Bristol-Myers Squibb of 
the US. The shares advanced 
FFr28 to FFr585. 

Paribas was busy, with 
two blocks traded, represent- 
ing 0.3 per cent of the capi- 
tal. The shares rose FFrXA to 
FFr4125. 

ZURICH saw shares In 
travel operator Kuanl hit 
after the massacre in Egypt, 
a popular winter destination 
for the Swiss. Egyptian tours 
are estimated to contribute 
about SFrlm of Kuonl’s 
SFrlOOm annual operating 
profits, and the shares fell 
from SFr5,375 to SFr6,295. 

Freddie Hasslauer, of Bank 
SaL Oppenheim in Zurich, 
said: “We can expect some 


costs to arrive short-term 
out of cancellations over the 
winter period from this 
tragic incident But the price 
war on routes to south-east 
Asia is likely to have a more 
far-reaching impact on 
KuonL” 

Nestle advanced after an 
upbeat management presen- 
tation for volume growth in 
the coming year, with the 
shares rose from SFrz.010 to 
SFr2,041. The SMI index 
closed up 9.2 points at 
5,57422. 

AMSTERDAM saw KLW 
fell 30 cents to FI 69.50 as it 
denied it was planning to fol- 
low in the footsteps of Brit- 
ish Airways and set up a 
low-cost flirting The AEX 
index closed at 880.(0, 298 
up on the day. 

MILAN ended slightly 


lower at the end of a listless 
day, with the MIbtal index 
ending 30 down at 15,106. 

Generali was the nynn fea- 
ture, ending down L612 at 
L38£71 on concerns that it 
might increase its offer for 
AGF of France following the 
emergence of Allianz as a 

White Vnig tit- 

MOSCOW rallied 6 per 
cent as oil stocks rose, 
boosted by Monday’s corpo- 
rate news In the sector. The 
RTS index ended 20.9 higher 
at 360.31. 

ATHENS stabilised after 
Monday’s losses and the gen- 
eral index advanced 4.56 per 
cent, or 60.75 points, to 
1391.79, although trading vol- 
umes were thin. 

Written and eifited by Jonathai 
Fold, Peter Hall and Martin 
Brice. 


SOUTH AFRICA 

Johannesburg ended lower 
in spite of a late rally, 
inspired by a strong bond 
market and hopes of 
another good day on Wall 
Street The all-share index 
closed down 8£ at 6,419 fa 
tMn trading. Traders said 
the late bounce was also 
helped by a slightly firmer 
gold price. Bullion prices 
have weighed on the market 
following last week’s fell in 
gold to l£&year lows. The 
gold index fell 21 to 78 UL 


EMERGING MARKET FOCUS 


Seoul yet to 
hit the bottom 


Analysts believe the Seoul 
bourse has not yet hit bot- 
tom as the share Index 
approaches the 460-point 
level, its lowest since 1987. 
The plunge in the currency, 
the won, is expected to 
encourage a continued exo- 
dus of overseas investors 
worried about foreign 


SerthKotw 


KanwCompcsfte 
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“The stock market is In 
free fell along with the won 
and I don’t how it can be 
stopped unless Korea takes 
drastic measures such as 
applying for a bail-out from 
the International Monetary 
Fund," said Daniel Har- 
wood, north-east Asia man- 
ager for ABN AMRO Hoare 
Govett In Seoul 

However; the govern- 
ment is hoping that a finan- 
cial stabilisation package to 
he announced today will 
help break the vicious cycle 
that has gripped .the mar- 
ket, already down 37 per 
cent from this year’s high 
of 7 92 29 in mid-June. 

After falling 4-3 per cent 
to 496.98 points an Monday 
in response to. the won 
breaking the psychologi- 
cally important level of 
1,000 to the dollar, the mar- 
ket stabilised yesterday at 
494.68 as it awaited the gov- 
ernment measures. 

The fella in the currency 
and stock market have fed 
on each other. The exodus 
of foreign funds has put 
farther downward pressure 
on the currency as inves- 
tors sell won for dollars 
when they exit the market. 
The won is at a record low 
of 1,01230 to the dollar, a 
loss of nearly 20 per cent 
for the year. 

The stabilisation mea- 
sures, regarded as a last 
chance to restore foreign 
confidence, are expected to 
include efforts to dean up 
the debt-laden banking sys- 
tem and attract new for- 
eign capital to ease a credit 
squeeze that has resulted 
in the collapse of several 
conglomerates year. 

But analysts believe the 
measures wiD do little to 
improve foreign sentiment. 
“Investors have woken up 
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to the fundamental prob- 
lems affecting Korea and I 
don't expect they will 
return any time soon,” said 
one UK institutional fund 
“manager. 

Foreign portfolio invest- 
ments have fallen lo an 
estimated $9-l0bn from this 
year’s high of $14bn. with 
the exodus accelerating in 
the last six weeks as the 
won began to drop sharply. 

A recent survey of more 
than loo foreign Investors 
conducted by the Korea 
National Economic Insti- 
tute found that the won 
depreciation was not the 
only cause for their with- 
drawal from the market. 
They also cited poor man- 
agement of Korean compa- 
nies and the government's 
rescue of troubled conglom- 
erates, such as the Kia 
motor group, instead of 
allowing them to go bank- 
rupt 

However, a request by 
Korea for an IMF bail-out 
could revive foreign inter- 
est because it would accel- 
erate financial reforms long 
urged by overseas inves- 
tors. 

If the IMF is called in, it 
is expected to demand that 
Korea opens its debt and 
equity markets fully to for- 
eign investors, closes trou- 
bled commercial and 
investment banks, and 
eases the government's 
tight control over the finan- 
cial sector. 

John Burton 


Kuala Lumpur hit by UE move 


ASIA PACIFIC 


News that United Engineers. 
a Malaysian infrastructure 
company, had bought a 32.6 
per cent stake in Its control- 
ling shareholder, Renong, 
triggered a 7 per cent fall In 
KUALA LUMPUR. 

LIE, one of the market's 
more sought-after stocks 
because of its strong cash 
flows and growing business, 
lost 40 per cent of its value 
on the news, falling M52J39 
to MS3.66. Following the 
move, most of its cash will 
be diverted into propping up 
heavily-lndebted Renong. 

Analysts said the deal 
showed that there was some- 
thing wrong with corporate 
Malaysia. “We have seen 
this before and it is called 
Japan.” said David Bates at 
Paribas Asia Equity. “Inves- 
tors are terrified Malaysia is 
going down the same route, 
with cash-rich companies 
bailing out parents' or affili- 
ates' debts. It has put the 
fear of God into companies 
with large amounts of cash.” 

The deal hit other 
blue-chip shares regarded as 
solid investments following 
this autumn's market tur- 
moil, Sime Darby, a bell- 
wether conglomerate, fell 


United Inginam 
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MSOJ3D to MS3.94. Telekom 
Malaysia shed MS1.20 to 
MS8.15 on reports it might 
buy a stake in Time Tele- 
communications, another 
Renong unit 

The composite Index plum- 
meted 45.20 to dose at 622.09, 
Its lowest level since Janu- 
ary 1993. Decliners led gain- 
ers 751 to 30. with 40 shares 
unchanged and 74 untraded. 

TOKYO posted another 
significant rise with the Nik- 
kei 225 average gaining 
44125, or 2.72 per cent, to 
16.726, helped by a hint from 
Ryutaro Hashimoto, the 
prime minister, that public 
funds might be used to sup- 


port the troubled financial 
system, writes Paul 
Abrahams. 

The Nikkei has risen 11 
per cent this week following 
the government's decision 
on Monday to let Hokkaido 
Takushoku, the country’s 
10th largest bank, go bust. 

After the market closed, 
however, Mr Hashimoto was 
reported as denying that he 
was considering using public 
funds to prop up the banking 
system. 

The Nikkei's intra-day low 
was 16.089 but at one paint It 
broke through the 17,000 
mark to reach 17,006. Turn- 
over continued to be heavy, 
with 649m shares traded. 
There was momentum 
behind the rise, with a total 
of 766 first-section shares 
were up, 398 down and 121 
unchanged. December 
futures rose 930 points to 
16.970 after rising by their 
daily 1,000-point limit for the 
second consecutive day. 

Banking and securities 
stocks helped the market 
higher, up 22 per cent and 
1.17 per cent. Yamaichi Secu- 
rities, the troubled broker, 
was the most heavily traded 
stock, but it remained 
unchanged at Y108. Taiheiyo 
Securities fell Yll to Y75. 


Construction stocks took a 
beating. Bad results and 
downbeat statements bit the 
sector. Sato Kogyo suffered 
the indignity of making a 
statement insisting it was 
not in difficulties. Its shares 
fell 27 per cent to Y71 and 
Seikitokyu Kogyo 10 per cent 
to Y107. 

The Nikkei 300 rose 5.09 to 
251.76, and the Topix Index 
of all first section stocks 
22.18 or L76 per cent to 1,280. 
In Osaka, the OSE index 
rose 343 at 17,351 on volume 
of 13L3m shares. 

HONG KONG lost ground 
after a rise in three month 
interbank rates to 1L3 per 
cent sparked profit- taking 
The Hang Seng index ratted 
down 174JS7 at 10,245.18 in 
low turnover of HX$8u8bn. 

Property and financial 
stocks were hit. Nearly 50 
points of the Hang Seng's 
fell were accounted for by 
two stocks: Cheung Kong, 
down HKft.25 to HKS50.75, 
and HSBC, down HK$150 to 
HK$177. 

JAKARTA fefi 533, or 12 
per cent, to 43-L21 - its low- 
est level for two years - as 
investors dumped banking 
stocks as they rallied follo w- 
lng this week's interest rate 
cut 
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FINANCIAL TIMES 
REVIEW OF THE 
TELECOMMUNICATIONS 
INDUSTRY 



T he mobile phone 
industry worldwide is 
maturing rapidly 
despite variations in the rate 
of progress between different 
economies and geographic 
regions. 

This coming-of-age is 
revealing itself in plans for 
the next generation of 
mobile phones offering the 
prospect of mobile multime- 
dia, a trend towards the con- 
vergence of fixed-line and 
mobile services, and the. 
impending launch of the 
first band-held satellite 
phone services. 

The emergence of mobile 
phone services mare than a 
decade ago brought a whiff 
of liberalisation and competi- 
tion to markets which 
been firmly closed. 

So from the early 1980s, US - 
subscribers have had . a 
dunce of at least two cellu- 
lar operators in each geo- 
graphic region -while their 
only freedom in fixed-fine .. 
services was the right to opt 
for a particular long-distance 
earner. 

In the UK, the government 

was prepared to countenance 
four operators, two provid- 
ing services suited to the., 
business market - tradi- 
tional analogue and GSM 
digital -and two offering 
nominally maw market- digi- . 
tal services. 

In mainland Europe, while 
fixed-line national operators 
are entitled to maintain 
their monopoly status far a 
further few weeks, most 
countries support at least 
two competing mobile sup- 
pliers. 

The same is true of the 
Asia Pacific region, where in 
Japan, for example, handset 
sales have been deregulated 
and three digital mobile 
phone operators have been 
licensed since 1994. 

Competition has broadly 
lowered prices, improved 
quality and led to an explo- 
sive growth in the cellular 
business. 

The newsletter FT Mobile 
Communications reckons 
that the world cellular sub- ' 
scriber total will pass 200m 
by the end of this year, a 


penetration rate 
than 4 per cent ~ 

This figure is remarkably 
s mall, in countries which 
have shown the most enthu- 
siasm for .mobile -phones, 
notably the Scandinavian 
countries, penetration rates 
- the number- .‘of .mobile 
phones per bea^of popula- 
tion - are -heading towards 
50 per cent The Implication 
is that there is huge unsatis- 
fied demand for mobile com- 
munications waiting to be 
tapped. 

The Chinese market is 
making strong headway, for 
example. With 7.16m sub- 
scribers at the end of last . 
year, it was the third-laigast 
in the world.. If its existing- 
amwial growth of . 983 per 
cent is maintained; the 
newsletter notes, . there .wifi 
be 15m Chines^ 
by ; the 

Tbe^ ceuuiar industry's 
existing subscriber numbers, 
coupled wjth its potential, to 
grow at: such, remarkable 
rates, is gi ving its principal 
operators^ new significance 
in fhe world telecoms. Indns- 
try. ; \.Y. 

■ As competition intensifies, 
.two trehdjs are likely to 
emerge: ' - ’’ . :a 

. - Emit, operators with bath 
fixed-fine -ail|d TwnhjlP infr a-' 
structures in them. armoury 
will consolidate ' Hie services 
they offer in ah attempt to 
retain customers through a 
combination - of the pest erf 
t raditional services ^ the 



new advantages of mobile. 
The Swedish operator Telia 
exemplifies this trend. 

Second, mobile and fixed 
network operators . will 
increasingly fight for each 
others' business. Mobile 
operators such as Airtouch 
of the US or Vodafone of the 
UK are already significant 
operators with strong reve- 
nues and profits. They are 
capable of competing for tra- 
ditional operators' custom- 
ers on a global basis. 

The principal driver for 
fixed-mobile convergence is 
file customer. According to 
the International Telecom- 
munications Union, the 
United Nations agency 
which oversees the global 
- business, mobile is tairfry an 
.increasing percentage of the 
value of the global telecoms 
.market. 

’ It rose from just under 5 
per'Cfcailin 1$90 to jqst under' 
20 - per cent of • a" market 
worth abort fGOOba- in ?99&. 
Penetration is increasing. ‘as 
costs fafi. 

Susan Ablett of the consul- 
tancy Analysys, who has’- 
written a report on fixed-mo- 
bile convergence*,, says- 
mobile operators are eyeing 
the business of their fixed- 
fine contemporaries for a 
variety of reasons. 

First, competition , in the 
mobile sector is increasing. 
The European Commission 
wants at least three opera- 
tors in each country. 

Second, the cost of making 


Mobile communications service revenues 
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a mobile call is rapidly 
approaching the cost of a 
conventional- call 

In Italy at certain times of 
the day it is already cheaper 
to use a mobile than a fixed 
phone.. 

Competition and failing 
prices will ensure that aver- 
age revenues per subscriber 
will also fan. This will accel- 
erate with the growth of pre- 


paid card services., fo short, 
mobile communications is 
moving away from its initial 
role as a high-priced niche 
service for business to the 
mass market. 

Ms Ablett says; “The suc- 
cess of mobile networks 
means that incumbent oper- 
ators can now foresee a time 
when customers could rely 
on mobile operators for all 


their communications 
requirements." 

An example erf this trend 
is Cellnet, the UK's second- 
largest mobile operator, 
which cuts the cost of 
mobile calls for customers 
including British Kail, Nat- 
West Bank and the BBC, by 
routing calls through its pri- 
vate network rather than 
through the public network. 

The fixed-line operators 
best prepared for fixed-mo- 
bile convergence. Ms Ablett 
suggests, are Telecom Italia 
and Telia. 

As Claude Dgchaux and 
Bernard Depouilly of the 
French manufacturer Alcatel 
point out in a recent study**, 
the attractions of mobile 
telephony to customers are 
so strong that a universal 
mobile service should be a 
huge success provided ways 
can be found to offer it at a 
competitive price. 

But such a system, they 
argue would have to have 
the same transmission and 


service quality as traditional 
copper or fibre optic-based 
fixed networks. The poor 
quality of today's services is 
a measure of the value cus- 
tomers attach to mobility. 

The search for the technol- 
ogy to provide services of 
both adequate quality and 
capacity is engaging engi- 
neers in most or the world's 
leading telecoms laborato- 
ries. 

Today, the de facto world 
standard far digital mobile 
telephony is the European- 
derived system GSM (Global 
System for Mobile Communi- 
cations). 

The principal competition 
is expected to be the US-de- 
veloped CDMA (Code Divi- 
sion Multiple Access) which 
is now being deployed in 
several regions of the world. 
AMPS, a digital variation on 
the US-developed analogue 
system, is also finding 
increasing acceptance. And 
PHS (Personal Handy Phone 
System! is proving popular 



Mobile Communications 

FT writers examine aspects of 
the industry, including mobile 
networks and convergence 
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Telecoms in business 
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value-added services 
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in Japan and south-east 
Asia. 

There is talk of a debate or 
battle between these stan- 
dards. In reality, the chal- 
lenge is to develop the next 
generation of mobile phones 
which will display the capa- 
bilities of a television set a 
computer and a music centre 
as well as the traditional 
telephone handset 

The accepted European 
description of this mobile 
phone standard of the future 
is UMTS. Universal Mobile 
Telephone Services. UMTS Is 
not a standard but a specifi- 
cation of the kinds of ser- 
vices such a third generation 
service should provide. Mov- 
ing video images on the 
handset screen is an obvious 
example. 

Manufacturers are begin- 
ning to refine their ideas. 
Alaftel of France, Italtel of 
Italy. Nortel of Canada and 
Siemens of Germany, for 
example, are supporting a 
combination of CDMA and 
GSM features for the new 
systems. Last month, they 
were joined by Bosch of Ger- 
many and Motorola, the 
world's largest supplier of 
mobile phones. 

Arthur D Little, the high- 
technology consultancy, 
says that there are likely to 
be different solutions to the 
UMTS question from the US 
and Japan. The battle for the 
portable phone of the future 
has hardly begun. 

* Commercial Strategies for 
Fixed-Mobile Comvrgence. 
Analysys. Suite 2. Quayside. 
Cambridge CB5 SAB UK. 
£1195. 

** Alcatel Communications 
Review, 3rd Quarter 1997 
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COMMENT • By Alan Cane 


ON THE UNE: Lars Ramqvist, president and CEO of Ericsson • By Joia Shiinngfprd - 


Churn is ‘cause for Competitors in his sights 


Ericsson 

milestones 


profound concern’ 


It is time for the 
operators to 
reinvent their 
relationship with 
their customers 


C hurn is blighting the 

development of the 
telecommunications 
business. It is particularly 
virulent in the mobile sector 
where rates as high as 30 per 
cent are common. 

It is already having a 
serious effect on individual 
companies and on the 
overall profitability of the 
sector. 

Andersen Consulting, 
which has been researching 
the phenomenon, says it is: 
"a sign of a major 
dysfunction in the industry 
and a cause for profound 
concern". 

Churn is a measure of the 
proportion of subscribers 
leaving or being excluded 
from a network in any given 
period. 

High churn is an 
indication of an immature 
industry which has yet to 
learn the finer 
paints of customer care and 
management and which has 
a cavalier attitude to 
customer loyalty. 

The cost of chum is high. 
Andersen's figures suggest it 
costs operators in North 
America and Europe alone a 
total of $4bn each 
year. The cost of acquiring a 
new subscriber is now about 
$400 with an average 
pay-back period 
for the operator of three 
years. 

So, Andersen points out. 


operators with churn rates 
of 30 per cent will see no 
return on an investment in 
new subscribers. 

On the other hand, by 
reducing churn by five 
percentage points, an 
operator could Increase 
shareholder value by as 
much as 20 per cent. 

The phenomenon has a 
multiplicity of causes. Fraud 
or bad debt is the principal 
reason why operators 
disconnect subscribers. 

Customers, however, are 
likely to churn 
because of dissatisfaction 
with the quality or cost of 
service. 

Moreover, the poor quality 
of the industry's 
understanding of chum is 
underlined by Andersen's 
finding that about 40 per 
cent of subscribers 
apparently defecting to 
another operator were in 
fact moving to other 
packages or networks 
offered by the same carrier. 

The problem is 
exacerbated by the structure 
of the industry which uses 
service providers and dealers 
to distribute mobile services 
and rewards them for 
recruiting new subscribers. 

This insulates operators 
from their customers while 
providing little incentive for 
the distributors to try to 
discourage chum. 

The problem seems 
unlikely to go away in the 
near term. Increasing 
competition in mobile 
services will give customers 
greater choice and make it 
easier Tor them to express 
disatisfaction by switching 
between operators. 


Operators have been 

complacently watching the 
spectacular growth in 
subscriber numbers, but 
now they will have to bite 
the bullet 

They will have to build 
systems that distinguish 
between high-value 
customers, who must not be 
allowed to defect, and the 
rest 

Computerised systems can 
now help to identic 
customers likely to chum, 
giving operators the 
opportunity to attempt to 
change their minds. 

They wifi have to improve 
mobile services until they 
approach the standards of 
quality and price set by 
wire-line telephony. And 
they will have to improve 
their markoring techniques. 

Relationship marketing is 
one possibility. Here the use 
of a mobile phone Is linked 
to another service from 
another supplier. 

The “Barclaycard Phone” 
offered in the UK by Cellnet 
in conjunction with 
Barclaycard is one example 
winch, according to Cellnet. 
has cut chum markedly. 

Prices which are closer to 
what subscribers expect 
from a wireline service will 
both encourage greater use 
of the phone while reducing 
the sense of shock many 
customers experience on 
receiving their bilL 

Prepaid cards, which do 
away with the need for 
credit checks, have a role 
here. 

In short, the operators will 
have to reinvent their 
relationship with their 
customers. 


An early entry to the digital market 
plus strong commitment to R&D 
spending have proved to be decisive 
in Ericsson's good fortunes 


C ompetition is intensi- 
fying among manu- 
facturers of mobile 
phones as Ericsson jostles 
for position against a revital- 
ised Motorola, phone makers 
such as Nortel, and con- 
sumer electronics giants. 
But Lars Raxnqvist, presi- 
dent and chief executive offi- 
cer of Ericsson, has a clear 
strategy for fending off com- 
petition - spending on 
research and development. 

He says no other mobile 
phone maker spends as 
much on R&D and this gives 
Ericsson an advantage. This 
year, the Swedish company 
will spend 17 per cent of its 
turnover on research. In par- 
ticular it is working on dual- 
and triple-mode handsets 
and on third -generation 
mobiles. 

Its dual-mode handsets, 
which work on Global Sys- 
tem for Mobile (GSM) 
900MHz and 1800MHz fre- 
quencies , will be available 
early next year. Its triple- 
mode handsets are a best- 
seller in the US where they 
can be used on AMPS anal - 
ogue networks or on both 
types of digital AMPS 
(D-AMPS) networks. 

Next-generation mobiles 
from Ericsson will offer 
high-speed data transmission 
and the ability to handle 
multimedia, the internet and 
videoconferencing. 

This strategy of competing 
on technological leadership 
has worked for Ericsson 
before. In fact, one of Mr 
Ramqvist's biggest chal- 
lenges was meeting Wall St 
analysts in 1991 to tefi them 


they could forget about 
short-term profits because 
he would be Increasing R&D 
spending by 50 per cent. - 

This decision was taken by 
Mr Raxnqvist because he had 
the opportunity to build a 
Japanese digital network not 
based on the more familiar 
GSM standard. The decision 
paid off and since then the 
company's market capitalisa- 
tion hns increased more 
40 times. 

But Mr Ramqvist’s biggest 
challenge was encouraging 
Ericsson to enter the mobile 
phone market at all. His first 
job when be joined the com- 
pany was to turn round the 
computer division, which 
sold minicomputers and per- 
sonal computers. 'This was 
a failure," says Mr Raxnqvist 
who - after a successful stint 
in the mobile radio division 
- recommended that the 
company get out of comput- 
ers and focus on mobile tech- 
nology. 

"As so often happens,” 
says Mr Ramqvist “you rec- 
ommend something and you 
end up being asked to do it” 

In 1968, he sold the com- 
puter division to Nokia of 
Finland, now a rival mobile 
phone company. Nokia then 
sold it to ICL. hi 1988. Mr 
Ramqvlst also became head 
of Ericsson’s mobile radio 
division. He began to ask 
business people and academ- 
ics whether they thought 
Ericsson should make 
mobile phones. 

"They all said no,” recalls 
Mr Ramqvlst. “because 
Ericsson was not in the con- 
sumer market. But I decided 


WHEREVER THERE ARE PEOPLE, 
THERE IS EQUANT. 


igl 


mm 


' t .£%. ... 

*; .. *&£■ ■ jjfeF 

•’ -.t- '4 * - * • 


27. 7 


S Latitude 


Oj 




4:37 p.m. Kathmandu Nepal. 

Here, time is marked with seasons, not minutes. But if you 
don't have the design specifications by day's end, the new 
factory may never be built. The original design is with an 
outside vendor in Argentina. The home office in Munich 
must first review. This data is highly classified. Worried? 
Not if your network is EQUANT. Our Network Solutions let 
you transfer huge amounts of data to over 22S countries 
and territories. Safely. Instantaneously. All because wo 
own and operate the largest private network in the world. 

What docs that mean to you? Greater reliability. Tighter 
security. Speedier access to your people and markets. 
Simple a hotter way to work. Sven At the ends tif the 
•»\u 1 i«. i t data, voire, atlui Internet and intranet, 
-QUANT has v< u: w. rid . an red. 


•a ■*, w. v >, ii .i it . c o n 

■ . .... . 


EQUANT 




Architect of Your World Communications 



Lars Ra mqvlst: in many ways a fitting successor to Lars Ericsson 


to go ahead anyway. My 
argument was that we could 
sell mobiles as an add-on to 
the equipment we sold for 
cellular networks. At that 
time, there were few mobile 
phones around, and I 
rhnnghr making them avail- 
able would help sell network 
infrastructure." So it proved. 

Surprisingly, Mr Ramqvist 
does not say much about the 
difficulty of bringing people 
round to his point of view. 
Perhaps they did not dare to 
disagree. He talks quickly 
and decisively and does not 
expect to be Interrupted or 
opposed. 

Ericsson's first- analogue 
phones rtnnrt on to the mar - 
ket in 1986-87, closely fol- 
lowed by GSM digital phones 
in the early 90s. Getting into 
the digital market early was 
to prove decisive. Ericsson 
received large orders from 
Mannesmann in Germany 
and from the Swedish mar- 
ket. gaining a leading posi- 
tion in digital mobiles. It is 
still the number one supplier 
of infrastructure for digital 
cellular networks. 

Ericsson's . recently-re- 
ported tffird-qiu|rter«^ts 

Show the company mptiflilps 

to prosper, although Mr 
Ramqvist says: “We respect 
the competition and won't 
relax for a single moment" 
Third-quarter profits were 
more than double the same 
period a year ago, with pre- 
tax profits reaching 
SKr4.23bn ($S5lm) in foe 
three months ending Sep- 
tember 30. . . » 

Buoyant sales of mobile 
handsets boosted results, 
along with favourable Ar- 
rency shifts. Third-quarter 
revenues also rose - to 
SKr40.41bn, compared with 
S Kr 2B.l7tm a year ago. And 
gross margins and market 
share were up. For the nine 
months, sales inerrased from 
Skr78.2bn to Skrll2.6bn, 
while pre-tax profits ..rose 


from SKr6.26bn to 
SKrl033bn. Order bookings 
were also up. 

The company is well-re- 
garded by financial anal ysts. 
It was voted best Swedish 
company last month in a 
survey of 100 London-based 
analysts. Yet it still has 
work to do. Mr Ramqvist 
wants to improve the perfor- 
mance of Ericsson’s Infbcom 
division, which Includes foe 
company’s non-mobile tele- 
coms products such as 
switches for telecoms net- 
works and Internet products. 
The problem Is that deregu- 
lation ami liberalisation in 
European teipramn markets 
is driving down foe price 
which telecoms operators 
(telcos) will pay for equip- 
ment 

The challenge for compa- 
nies such as Ericsson is to 
reduce costs just as quickly. 
Already, it has transferred 
12£00 staff from its Infbcom 
division to Its mobile divi- 
sion in the past IS months. 
With a muTiimim of 500 job 
cats. It is planning to rede- 
ploy another 5,000. 

It is Introducing some 
innovative products for the 
Internet market. These 
include a product that 
enables one phone line to be 
used for voice and data. It is 
also investing in public 
intranets, where Ericsson 
helps telcos such as Telia 
build intranets (private 
internets) for custom- 
ers - using foe public net- 
work. 

Mr Ramqvlst says that one 
of Ericsson’s strengths is 
that it has been in the tele- 
coms and mobile radio mar- 
kets such a long time. 

Under Mr Ramqvlst it was 
foe first to make handheld 
mobiles in Sweden, while 
founder Lars Ericsson was 
foe first to make telephones 
in Sweden. 

In many ways, Lars Ram- 
qvist is a fitting successor to 


1876: Lars M Ericsson 
founds a repair workshop 
In a kitchen with a 
14-y ear -old apprentice and 
Skr2,00C - half from a 
loan, half from business 
partner Karl Johan 

Andersson. 

1878: Ericsson starts 
repairing foreign phones 
and sells 23 ofhis own 

making. 

1896: Aktiebolaget L M 
Ericsson & Co Is formed 
with a share capital of 
Skrlm. 

1903: Lars Ericsson 
resigns from the board to 
concentrate on fanning 
techniques. 

1980: Lars Ramqvist joins 
as vice-president and head 

of the information 
systems division. 

1986-87: Ericsson makes 
its first hand-held 
analog ue mobile. 

1988: The computer 
division is sold to Nokia 
and Raxnqvist becomes 
of mobile radio. 

1990: Lars Ramqvlst 
becomes president and 
ohigf executive officer of 
Ericsson. 

1991: The first digital 
mobile phone systems are 
Installed in foe Nordic 
countries and Germany. 


Lars Ericsson. Ericsson was 
a poor farm hand who 
started work at a telegraph 
company, then learned more 
by gaining government 
grants to work and study 
abroad. 

Mr Ramqvist comes from a 
humble mining background 
and originally planned to 
become a geologist. "I 
always had to work for 
everything." he says. 

His first job was as a 
researcher for Stora Kopper- 
berg, which was in mining at 
that time. But while at 
Stora. he started studying 
for a doctorate in electronic 
spectroscopy (a branch of 
microelectronics) under Prof 
Kai Slegbahn, whose contri- 
butions to electron spectros- 
copy were awarded the 
Nobel Prize. 

Mr Ramqvist then moved 
to Swedish conglomerate 
Johnson Industries, where 
he became head of research, 
before Ericsson hired him 
for his licensing experience. 

In. later years, Lars Erics- 
son spent a lot of his time on 
his farm developing innova- 
tive farming techniques. Mr 
Ramqvist also has a farm, 
south of Stockholm, where 
he spends weekends. This 
has deer, moose, forestry 
and wheat 

Mr Ramqvist has a licence 
to kill 12 moose, with eight 
still to go this season. “Out- 
side work, you have to do 
something completely differ- 
ent" he says. 

For foe energetic Mr Ram- 
qvist this means hunting 
moose, deer or birds, or 
playing the saxophone or 
bassoon. He recently went 
hunting with the King of 
Sweden. 

Fifty moose were killed in 
all, with. Mr Ramqvist and 
the King taking three each. 
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Arguments delay 
next generation 
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A plethora of 
systems incapable 
of communicating 
with each other 
could evolve 

T he future of the next 
generation of mobile 
telephone services is 
being hindered by argu- 
ments over technology »r»d 
standards. 

Last month, the radio com- 
munications assembly of the 
International Telecommuni- 
cations Union (ITU) gave its 
blessing to a standard which 
it hopes will give rise to a 
technical framework capable 
of accommodating different 
"flavours'’ of mobile 
systems. 

The ITU, the United 
Nations agency with respon- 
sibility for global telecoms, 
said the standard would give 
the go-ahead to manufactur- 
ers and operators for the co- 
ordinated development of 
third-generation systems. 

Industry experts are con- 
cerned, however, that 
regional interest groups are 
pressing ahead with their 
own standards, leading to 


the danger of a plethora of 
third-generation systems 
Incapable of communicating 
with each other. 

Clare McCarthy of Ovum, 
the IT consultancy, puis it 
starkly*. “The third -genera- 
tion systems and associated 
standards now look in dan- 
ger of becoming as frag- 
mented as their predeces- 
sors.” 

The implication is that 
global “roaming” with a sin- 
gle handset wfil be unlikely. 

Andrew Watson of Moto- 
rola in the UK told an IBC 
conference in London last 
month: “The three major 
telecoms regions of the 
world - Europe, the US and 
Japan - have based the evo- 
lution of their existing 
mobile systems cm different 
standards and while it was 
originally hoped that one 
worldwide standard could 
have been developed, it is 
now realised that it is not 
possible." 

“Third generation" implies 
technological succession, but 
in reality, second generation 
and third generation mobile 
systems are likely to operate 
in parallel for some consider- 
able time. 
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Operators gear 
up to jump on 
the bandwagon 


Fixed and mobile 
telephony will 
soon cease to 
exist as separate 
concepts 

P rivately-owned Finn- 
ish telecommunica- 
tions operator Helsinki 
Telephone Company (HTC) 
this May launched the 
world’s first convergent 
fixed-mobile telephony ser- 
vice. The move marked the 
beginning of the end of the 
separate concepts of fixed 
and mobile telephany'as we 
know than, with operators 
across Europe gearing up to 
jump on the bandwagon. 

The company is offering 
cut-price mobile calls at 
rates comparable to those 
charged by fixed-network 
operators, giving customers 
cheap mobility. Although its 
service is ran on the compa- 
ny’s digital cellular DCS-18Q0 
network in Helsinki, HTC is 
positioning the service as an 
extension of the fixed net- 
work in the local-telephony 
loop, rather than just 
another cellular service. 

As liberalisation in the 
telecoms market means the 
arena is becoming Increas- 
ingly cut-throat, telecoms 
companies are looking for 
ways to differentiate their 
services. For fixed-line tele- 
phone companies, the way 
forward is perceived as offer- 
ing wide-area mobility at low 
prices - particularly in view 
of the fact that the price of 
cellular-telephony services is 
dropping. Mobile-only opera- 
tors meanwhile are keen to 
attract increasing numbers 
of subscribers by pushing 
rates comparable to fixed 
services. 

Danish cellular operator 
Sonofon has announced its 
intention to launch a service 
similar to HTC’s, also run 
over its DCS-lfiOO mobile net- 
work, which will enable cel- 
lular users to make cut-price 
calls from within a zone 
around their home or office, 
and standard-price calls 
from anywhere else. Its aim 
is to move its mobile net- 
work into the fixed environ- 
ment. Subscribers will have 
one number and receive one 
bill far all calls. 

The operator claims the 
price of calls from, the home 
or office cell will be close to 
the local peak-time fixed-net- 
work rate of Tele Da nmar k , 
the national fixed-tine opera- 
tor in Denmark; about half 
the price of the lowest exist- 
ing off-peak rate on a cellu- 
lar network. 

In September, Tele Dan- 
mark itself launched a fixed- 
mobile service, called Duet, 
designed to forward calls 
from a customer's fixed 
home phone to thetr cellular 
phone so that they can be 
reached via a single tele- 
phone number. Customers 
receive a single bill for the 
service. It costs less for users 
to subscribe to Duet than if 
they buy fixed and mobile 
services separately. 

Tele Danmark believes 
that customers are not inter- 
ested in whether the technol- 
ogy they are using is fixed or 
mobile, but are simply con- 
cerned with convenience. 

The launch of the Dost 
service has fuelled specula- 


tion that the company Is set 
to reintegrate its fixed-line 
business with its mobile 
arm. And it highlights a 
problem with the concept of 
convergent services. 

While cellular operators 
are keen to compete directly 
with fixed-line operators in 
voice telephony by cutting 
prices to win traffic away 
from the fixed networks, 
fixed operators with mobile 
subsidiaries or interests are 
clearly anxious to capitalise 
on both their fixed and 
mobile networks by merging 
the two technologies." 

Swedish national telecoms 
operator Telia has already 
reintegrated its fixed and 
mobile divisions which oper- 
ated previously as separate 
entities, and other compa- 
nies are expected to follow 
suit Companies as wen as 
technologies are set to con- 
verge. 

Convergent services across 
the board are inevitable, 
according to merchant bank 
Salomon Brothers, hi Den- 
mark, for example, wireless 
operators axe already begin- 
ning to price their existing 
services low enough to can- 
nibalise wireline revenues. 
Analysts there believe Den- 
mark could become the first 
country in Europe where the 
majority of voice telephony 
is conducted via wireless 
technology and add that in 
years to come up to 70 per 
cent of voice telephony could 
be carried over mobile net- 
works. 

S alomon Brothers 
expects convergent ser- 
vices to spring up first 
in Scandinavia where the 

mar ket Is highly penetrated 
and more developed on the 
cellular side, then Europe- 
wide and eventually world- 
wide. 

In the UK, Orange 
announced in September it 
was conducting trials on a 
service that would allow cus- 
tomers on its DCS-1800 net- 
work to make cheap mik at 
a similar rate to fixed-line 
networks by adopting the 
“home zone" approach. Scan- 
dinavian fixed-line operators 
Telia and Tele8 have also 
said they plan to launch con- 
vergent services, as has BT, 
as part of Viag Interkom, the 
consortium in Germany in 
which BT is a shareholder. 

Users will see the most 
benefits as a result of con- 
vergent services because 
increased .competition will 
see prices fall significantly 
and more convenient joint 
billing systems develop, 
according to Elaine Axby, 
head of mobile at indepen- 
dent telecoms consultancy 
Schema. The market for 
handsets wifi also open up, 
and telecoms equipment 
manufacturers will shift 
more .stock. 

The picture will be mixed 
for operators- While mobile 
operators will see an 
increase in subscriber num- . 
bers, convergent services 
will put the squeeze on mar- 
gins as average revenue per 
subscriber plummets. Fixed 
operators meanwhile will 
lose out in terms of cash 
generated via fixed network 
traffic, but will puD in reve- 
nues from affiliated mobile 
services. 


According to Mike Short of 
the UK operator CeUnet "It 
is tikely the two generations 
will have to coexist for the 
next is years," 

Hie feet is that GSM, the 
European-developed de facto 
standard for digital 
second-generation phones 
can already provide many of 
the features - mobile 
telephony coupled with 
two-way radio, paging and 
data services - that were 
thought to be the province of 
the next generation of 
systems. 

As Mr Watson said: 
“Third-generation systems 
are now becoming 
recognised as the main 
opportunity to provide 
mass-market multimedia 
services via wireless in the 
future, emphasising their 
unique broadband 
capability." 

That means a combination 
of voice and non-voice 
services inducting internet 
web browsing and public 
information, business and 
financial services, education 
and entertainment and 
global roaming. 

But is there a demand for 
these advanced services? 
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Richard Snyder director of 

Lucent Technologies’ GSM 
product marketing group, 
points out: “We still have 
not seen an operator produce 
a business case for UMTS” 
(Universal Mobile Telephone 
Services, a general term to 
describe the standard for 
third-generation systems). 

Manufacturers and 
operators are convinced, 
however, that UMTS will 
provide an answer to the 
demands of subscribers 
anxious to combine mobility 
with multimedia. 

Work on the new systems 
started some five years ago 
when the World 
Administrative Radio 
Conference (Ware) in 1992 
decided the chosen 
frequency bands for the new 
services would be 


1.885MHZ-2. 025MHz and 
2,1 10Mz-2,200MHz. This 
became known as 
International Mobile 
Telecommunications 2000 
(IMT2000). 

The idea was to facilitate 
high-speed data transmission 
of up to 14-1,000 bits of 
information a second (bps) 
on the move and 2 m bps 
when stationary. Today's 
second-generation systems 
transmit only 9,600 bps. 

Mobile networks will have 
to be upgraded In two areas 
to conform to the Ware view 
of IMT2000: the “air 
interface" between the base 
station and the handset, and 
the intelligence built into 
the network. 

Inevitably, the battle for 
the new standard is being 
led by the manufacturers. 


Earlier this year, Europe's 
four largest telecoms 
manufacturers - Ericsson of 
Sweden. Nukia of Finland. 
Siemens of Germany and 
Alcatel of France - agreed to 
work on a design which 
leans heavily on the GSM 
(Global System for Mobile 
Telephony) standard 
developed in Europe for 
network features. 

GSM has become 
essentially the world 
standard for digital mobile 
telephony over the past few 
years and offers a rich set of 
features within its 
specification which 
customers will expect to see 
reproduced in future, more 
advanced systems. 

Code Division Multiple 
Access (CDMA). a 
US-developed technology 


which in theory offers 
capacity advantages over 
GSM. is being deployed in 
several US stales and in 
Asia. 

Last month. Ericsson said 
il would work witb Nokia 
and Motorola of the US, tbe 
world's largest manufacturer 
of mobile telephony 
equipment, to help Japanese 
companies develop a 
wireless system capable of 
transmitting multimedia 
services. 

Tbe companies are 
investing in Yokosuka Park, 
a research centre just 
outside Tokyo, where at 
least 21 Japanese companies 
with interests in developing 
third-generation mobile 
systems are putting down 
roots. 

Ericsson and its 


collaborators are developing 
technology called Wideband 
Code Division Multiple 
Acress fW-CDMA). 

An alternative system, 
however, is being supported 
by Siemens of Germany, 
It&tiel of Italy and Northern 
Telecom of Canada. It is 
called TDMA/CDMA. 

Other variations such as 
OFDM (orthogonal 
frequency division 
multiplexingjare also in 
contention. 

The European 

standards-setting body is 
expected to make a decision 
about UMTS later this year 
ready for the opening of 
services in 2002. 

The introduction of 
satellite-based mobile 
services from companies 
such as Iridium. GlobalStar, 
Odyssey and ICO 
Communications around the 
turn of the century adds a 
further dimension. 

These systems are not. in 
the first instance, geared to 
multimedia. They are 
planned us voice services for 
travellers in areas where it 
would be uneconomic to 
deploy conventional cellular 
infrastructure. 

Eventually, however. It is 
likely these systems will be 
fine-tuned to provide 
mul t lined ia-on-the-move, 
putting flesh on the bones of 
the concept of "any 
information, anywhere, 
anytime”. 
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CORDLESS TECHNOLOGIES • By Alice Macandrew 


MOBILE DATA * By Rod Newing 


Some roles still remain New systems on the way 


Cordless systems 
have largely 
been overtaken 
by cellular 
technology 

T he cordless telephone 
emerged in the mid- 
1980s as the must-have 
pi gran for those that wanted 
the benefits of mobility, 
albeit limi ted, without the 
cost of a cellular telephone, 
which was still out of most 
people's price range. It gave 
them their first taste of 
mobile communications by 
enabling them to make or 
receive calls wi thin a radius 
of a couple of hundred 
metres from a base station 
in the home or office. 

But the rapid development 
of cellular technology over 
the past 10 years has made 
the limitations of the cord- 
less systems increasingly 
apparent 

Cordless technology has 
developed since the mid- 
1980s but the newer digital 
products introduced onto the 
market In the past five 
years - primarily CT2, Digi- 
tal Enhanced Cordless Tech- 
nology (Dect) and the per- 
sonal handyphone system 
(PHS) - carry the same 
restrictions as the older 
analogue standards, namely 
a lack of mobility, a key fac- 
tor in the late 1990s. 

The range of the base sta- 
tions is less than 500 metres, 
si gnifican tly lower than that 
of most cellular base sta- 
tions. This means that a tele- 
phone company that wants 
to use a cordless application 
to provide mobility over a 
wider area needs to install 
base stations every hundred 
metres or so to provide suffi- 
cient coverage, making it 
expensive to imple- 
ment - much more so than a 
cellular system. 

Moreover, the increase in 
competition In the cellular 
market (there are now 45 cel- 
lular operators in western 
Europe) has meant that the 
price of cellular services to 


the end-user has plummeted 
over the past 10 years. So 
much so that in the more 
mature markets such as Fin- 
land where more than 38 per 
cent of the population has a 
cellular telephone, the price 
of a cellular call Is only mar- 
ginally higher than that of a 
fixed-line calL 

There is no doubt that 
cordless technology still has 
its place as the mobile phone 
in the home. According to 
telecoms consultants Frost & 
Sullivan, 3.3m cordless tele- 
phones were shipped to 
western Europe in 1991. a 
figure that Is expected to 
rise to 22.3m by the end of 
2001. Of these, tbe vast 
majority are for domestic 
use, 76.7 per cent in 1991 and 
about 93 per cent in 2001. 

In the US, it is estimated 
that about 90 per cent of 
homes have cordless tele- 
phones. 

French manufacturer 
Alcatel estimates that about 
30 per cent of domestic cord- 
less phones in Europe are 
Dect, a percentage that is 
expected to increase as it 
pushes CT2 and the anal- 
ogue CT1 out of the market 

ft is acknowledged that 
there is a place for cordless 
technology in the workplace, 
albeit in a niche market, 
namely those organisations 
such as hospitals, shopping 
centres and factories where 
on-site mobility is essential 
but where there is little need 
for mobility off-site. 

For these organisations, 
cordless systems based on 
Dect and CTT2 are ideal 

The spectrum that they 
use Is publicly available, 
meaning that companies can 
install and operate the sys- 
tem themselves without hav- 
ing to pay a third-party oper- 
ator to do it for them. And 
although there is a big ini- 
tial outlay, once the system 
is up and r unning there are 

very few costs and all calls 
on-site are “free”. 

But in the wider area, 
cordless technologies are 
seen as having very little 
future. Diane Trrvett, consul- 



The BT Onephane, presently on trial bi BT locations, incorporates 
both DECT and GSM mobfle voice capabSJties 


tant at Dataquest. says: 
“Cordless is big in the local 
area and big in business. It 
will be successful in its 
place. But not outside of 
that.” 

However, in Japan, PHS 
cordless systems, launched 
in 1995, have been incredibly 
successful in the wider area. 
PHS subscribers now 
account for about 21.4 per 
cent of the total mobile mar- 
ket, according to figures pro- 
vided by Morgan Stanley. 
Yet this is widely regarded 
as a one-off situation. 

According to Andrew 
Wright of the consultancy 
Analysys, when PHS was 
introduced in Japan, there 
was an “enormous gulf 
between cellular prices and 
fixed prices so PHS filled the 
gap for people that couldn't 
afford cellular but wanted 
mobility**. PHS base stations 
also have a higher capacity 
than those for cellular, so 
they could handle the high 
traffic requirements of the 
densely-populated Japanese 
cities. 

The conditions and 
requirements in the Euro- 
pean market are different 
Any wide-area cordless 
systems that have been 
launched, such as the CT2 
systems in France and the 
Netherlands, have by sow 
either been reined in, or shut 


down altogether due to lack 
of subscribers. 

European operators 
instead are concentrating on 
so-called “convergent ser- 
vices” through which they 
plan to offer cellular custom- 
ers near-fixed-line rates for 
calls made within a zone 
around their home or office, 
and standard priced calls 
from elsewhere. 

The real use for cordless 
technologies in the future, 
outside of tbe home and 
office, is seen by most as 
being in the wireless local 
loop (WLL) where operators 
provide fixed telephone ser- 
vices at fixed prices to the 
home or office via a wireless, 
rather than a fixed, connec- 
tion. 

Modified versions of both 
PHS and Dect are increas- 
ingly being used in this con- 
text to provide wireline qual- 
ity an a more cost-effective 
basis. 

Dect was selected by 
South Africa's state-con- 
trolled carrier Telkom in 
July as part of what is 
thought to be the largest 
contract an record for WLL 
- worth almost R2bn- to 
provide fixed services to 
users in tbe country’s big- 
gest dries where existing 
wireline infrastructure is 
inadequate to meet demand. 


Fresh standards 
and new 
‘information 
appliances' will 
remove barriers 

M obile data promises 
to connect anybody 
anywhere to any 
information instantly. At 
present, it is essentially a 
matter of moving small 
amounts of data slowly 
across a voice network. How- 
ever, as new Internet-based 
applications are developed, 
specially designed data net- 
works win carry large vol- 
umes of information, as well 
as voice communications. 

Nevertheless, voice will 
continue to dominate mobile 
communications for some 
time to come. According to 
recent research carried out 
by Ovum, the independent 
telecommunications ana- 
lysts, only 0.8 per cent of 
subscribers worldwide cur- 
rently use data and this wifi 
only increase to 26 per cent 
by 2010. 

However, Independent 
research carried out by 
International Data Corpora- 
tion on behalf of the Mobile 
Data Association points out 
that while voice revenue per 
subscriber is falling, data 
revenue per subscriber will 
increase, so it could account 
for as much as 50 per cent of 
profits. 

The Ovum report. Third 
Generation Mobile Systems, 
points out that before the 
market can reach its poten- 
tial. users win need to be 
educated about tbe availabil- 
ity. benefits, applicability 
and affordability of data ser- 
vices. 

Alastatr Trickett data ser- 
vices business •maTrag gr for 
Cellnet, a leading UK cellu- 
lar provider that is 80 per 
cent owned by BT, does not 
believe the Ovum figures. 

“Data on fixed lines has 
been more than 50 per cent 
of tbe total traffic since the 
1960s, so the figures seem 
too low. They are tight that 


World mobile data market (forecast) • " " \.£- 
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the biggest barrier to mobile 
data is awareness, but slow 
speed compared to fixed 
fines is also an issue, as is 
buying and getting support 
from a separate supplier for 
handset and PC.” 

These barriers will be 
removed by new standards 
offering more speed, 
together with a new genera- 
tion of “information appli- 
ances” that act as terminals 
to connect users to their 
data much mare easily. 

First-generation analogue 
systems did not support data 
and the existing second gen- 
eration digital networks cur- 
rently support data transfer 
rates of 9,600 bits/second, 
although they can achieve 

20.000- 30,000 bits/second with 
compression, compared with 

33.000- 56,000 for a fixed line. 

EhrigHng systems are capa- 
ble of being expanded to 
64,000 bits/second using mul- 
tiple hnPK either dedicated 
or shared. 

The third-generation 
systems being planned for 
introduction In 2002 will sup- 
port 2 million bits/second, 
although Ovum expects it to 
be limited to 144,000 bits ini- 
tially. 

These wifi be based on the 
fragmented IMT-2000 global 
standard. 11115 is being 
implemented in Europe as 
Universal Mobile Telephone 
System (UMTS) and Japa- 
nese Future Public Land 
Mobile Telephone System 
(J-FPLMTS) in Japan. There 
is a separate IS-95 standard, 
referred to as Code Division 
Multiplex Access (CDMA), in 
the US. 

“The problem is retaining 
backward compatibility with 
our existing networks, other- 
wise we throw away our 
$4bn investment, and our 
costumers throw, away. then- 
phones,” 'explaah&rifick 


Lynch, Chief Technology 
Officer for Bell Atlantic 
Wireless, which has cellular 
systems in various parts of 
the world. 

“With smaller, more pow- 
erful processors and soft- 
ware radios, we will be able 
to produce a single handset 
capable of supporting each 
of tbe ra*** 1 systems. Inter- 
national travellers are influ- 
ential «Tid affluent users, so 
they will pay more rather 
than carry multiple phones.” 

These third-generation 
systems will operate with 
existing fixed networks 
rising cordless technology 
inside a building, with cellu- 
lar systems in populated 
areas and with satellites in 
remote areas. Tbe inclusion 
of satellite Is important 
because Ovum estimates 
that by 2000 cellular systems 
will still cover only 15 per 
cent of the earth's land 
mass. 

Third-generation systems 
promise a consistent quality 
of service and coverage for 
voice, data, graphical and 
video-based information, 
allowing multimedia Inter- 
net connections and video- 
conferencing. They will util- 
ise the hand-held device 
mark-up language (HDML), a 
special language fear display- 
ing world wide web pages 
and Wireless Application 
Protocol for small messages 
on terminals with small 
screens. 

Mobile data currently 
requires a separate handset 
and portable computer, 
although simple combined 
appliances, such as the 
Nokia 9000 Communicator, 
are available. Future mobile 
data will utilise a range of 
completely new multi-func- 
tion terminals, many of 
which wifi support graphics 
and moltfmectia.' 


The Ovum report points 
out that "manufacturers 
must invest heavily in inno- 
vative handset designs. The 
focus is on improved product 
form and functionality, with 
increasing levels of terminal 

intelligence, although users 
will not tolerate 1 a substan- 
tial increase in price. 

“While many manufactur- 
ers tend to focus their devel- 
opment on differentiation 
through product functional- 
ity, it Is still the basic issues, 
such as weight, display size 
and keyboard size that most 
concern users. Many users 
will have more than one ter- 
minal and will select the 

type of application and the 
context in which they wont 
to use it.” 

As well as the network 
operators, network infra- 
structure equipment manu- 
facturers and terminal man- 
ufacturers that are involved 
in voice communications, 
data is introducing content 
providers to provide mobile 
data users with tbe informa- 
tion they need. Ovum 
believes that they will pro- 
vide a key differentiator, 
reducing customer termina- 
tions and increasing net- 
work usage. Many of these 
services will utilise packet 
data technologies that pro- 
vide a constantly open link. 

Barbara Roche. UK parlia- 
mentary under-secretary of 
state for small firms, 
recently summed up the 
next generation of mobile 
telephones in terms of data, 
not voice use. "They will 
provide high-speed access to 
a large number of entertain- 
ment and information ser- 
vices," she said. 'These will 
include business services, 
virtual banking, on-line bill- 
ing, fall mobile office ser- 
vices, home shopping, real 
time video, videoconferenc- 
ing. on-line entertainment 
and the wealth of material 
on the Internet” 

Ken Blakeslee, director of 
business development for 
wireless terminals at Nortel, 
who is chairman of the 
Mobile Data Association, 
says: "Although these ser- 
vices require faster data 
transfer rates, other factors 
are more Important to users. 

“These are cost speed of 
connection, variable speed, 
personalisation, reliability of 
coverage and variable tar- 
tffe." - 
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Keeping the user 
in constant touch 


The systems are. 
appropriate fot 
mobile workers 
such as field 
service engineers 

T he future of mobile 
data is likely to be 
increasingly based on 
the use of packet technol- 
ogy, which is specifically 
designed to carry data, not 
existing switched technol- 
ogy that was designed for 

voice winunimrcatkini : 1 

“I see an almost packe- 
tised data business that win 
be based on Internet proto- 
cols, because of all the 
emerging applications that 
utilise them,” says Dick 
Lynch, dried technology offi- 
cer for Bdl Atlantic Wire- 
less. "Users will carry a 
device like a telephone, but 
with a keyboard and a wire- 
less-enabled world wide web 
browser." 

Packebswitdued data net- 
works differ from the cur- 
rent cellular systems in that 
they keep the mobile user hi 
constant touch by using 
links that are always open. 
This is possible because data 
is broken up into a series of 
packets, just as it is on cor- 
porate computer networks 
and the Internet. 

These packets are mixed 
with packets for other users 
while being transmitted to 
or received from the base 
station and being rooted 
around the network. The 
mixing of packets allows 
thousands of users to share 
a single radio channel. 
Users have a constantly 
open connection and are 
charged on the basis of the 
volume of data transmitted 
or received. 

In contrast, current cellu- 
lar systems need a dedicat e d 
uninterrupted connection 
between the sender and the 
receiver in order to provide 
an Interactive voice commu- 
nication. Although designed 
for voice communications, 
the technology can carry 
data, but users have to pay 
for the time the connection 
is being set up and used- 
There are about 30 pubbe 
packet data networks 
around the world, as well as 
several private networks. 


■"} 



Dick Lynch: ‘Packet system 
b more cost-effective' 

Ericsson’s Mobitex system is 
used by 15 networks and 
Motorola's Radio Data Link 
Protocol (&D-LAP) is used 
by 10. These networks are 
utilised by application pro- 
viders who develop indus- 
try-specific solutions oper- 
ated through data terminals. 

The applications are 
appropriate for markets that 
depend upon keeping fully 
mobile workers constantly 
connected to their offices: 
field service engineers and 
couriers - and services such 
as transportation, parcel 
delivery, friel distribution, 
breakdown and recovery, IT 
services, utilities, emer- 
gency services and traffic 
controL 

Tbe arrival of new appli- 
cations based on Internet 
technology will encourage 
the cellular service provid- 
ers to add packet data to 
thdr existing swindled data 
services. Tbe Generalised 
Pack et Radio Service 
(GPRS) should be available 
on Global Services tor 
Mobile Communications 
(GSM) systems within 12 
months and systems based 
on other standards shortly 
after that It will integrate 
voice and data, allowing 
users to talk while transfer- 
ring Information in the 
background. GPRS win have 
the cost -advantage and con- 
venience of providing a sin- 
gle terminal for voice and 
data on a single network. 

Packet data is embraced 
in the MT-SOOO global stan- 
dard for third-generation 
mobile systems due in 200L 
They wfQ transfer high vol- 


umes of data and will 
replace GSM and other sec- 
ond-generation systems. 

“GPRS will be an impor- 
tant enabler for third-gener- 
ation systems,” says Ken 
Blakeslee, director of busi- 
ness development for wire- 
less terminals at Nortel, 
who is chairman of the 
Mobile Data Association. “It 
will help to move the mar- 
ket and applications by pro- 
viding users with personal- 
ised services, starting with 
short text and compact 
graphics.” 

El a ine Axby, senior con- 
sultant with telecommunica- 
tions consultancy Schema, 
says: “Specific skills are 
required to sell in the 
packet data market and you 
need good partnerships. The 
existing packet data opera- 
tors sell solutions with a 
high level of consultancy, 
but the ceUalar companies 
are not used to selling solu- 
tions. The key is to under- 
stand that the solution is 
more individual and not as 
homogenous as the cellular 
operators have realised in 
the past" 

The new breed of Internet- 
based applications will 
move packet data into the 
white-collar area, providing 
constant access to Internet 
and corporate Intranet 

Other new applications 
will inclnde business ser- 
vices, virtual banking, on- 
line billing, roll mobile 
office services, home shop- 
ping, videoconferencing and 
on-line entertainment. 

Many of the new wave of 
Internet applications will 
embrace Internet “push" 
technology that currently 
sends important informa- 
tion to the user’s desktop* It 
will soon be delivered direct 
to users, wherever they are'. 
“The user will be logged on 
all the time, which will 
encourage them to move 
from traditional switched 
systems," says Mr Lynch. 
"Packet system is more 
cost-effective for us because 
we can provide service to 
1.000 customers on a single 
c ha nn el, instead of one, so 
we use less of our radio 
resources. If we were cir- 
cuit-switched we couldn't 
accommodate that number." 
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Ermes versus 
Flex: the stakes 
are high as 
netwo^cs are 
replaced and 
created all over 
Europe 

H istory has a habit of 
repeating itself- but 

ha aa unpredictable 
way. So whereas the Europe- 
an- turned-global GSM sys- 
tem for digital mobile 
phoned has been an out- 
standing success by any 
measure, its partner protocol 
for digital paging has scored 


two protocols 


nothing like the same suc- 
cess: There are. even voices 
suggesting it should be laid 
to rest in favour of a 
devised by US mobile radio 
giant Motorola. 

To “good Europeans" such 
a sentiment sounds Wfc» her- 
esy; having developed a 
truly indigenous pan -Euro- 
pean Standard, why on earth 
abandon it for a proprietary 
standard from the US? 

The reason is simple; 
although developed specifi- 
cally fin- a cross-border Euro- 
pean paging service, the 
commercial success of the 
Ermes (Enhanced - formerly 
European - Radio MEssag- 



Vodafone Paging b extending Its range with WordZap! 

Powering 
ahead 
in / Europe. 


Eutelis research 
indies tes that the 
numb er of pagers 
in Eu ope could 
triple by 2001 

P erlaps one of the pua- 
zlng areas of telecom- 
munications is* the 
continuing growth of paging 
- despite the arrival 
of the /all-pervading mobile 
By nghts. the mes- 
should be history, 
ed to museums 
ide the wind-up tele- 
and telex machine, 
the message pager is 
nly thriving, it is in 


not iuui j uutiuig) » *u 
groyth mode. Mobile phones 
ha^e made consumers mare 
aware of the need to keep in. 
toflch, and paging provides a 
low-cost method of commu- 
nJcations. 

Chris BuLick, manag in g 
director of Motorola. EPSD, 
says: “There Hs absolutely no 
evidence in Europe that cel- 
lular frenzy Is having a neg- 
ative impac on paging. In 
an age wh< re information 
overload rues, the pager 
offers some respite. It cam 
perhaps, be fee n as e-mail on 
the move. Users can access 
their messages when conve- 
nient and not when the cal- 
ler necessarily demands.” 
Basically, a paging system 
receiver pez-ma- 
to a single sta- 

it is manufac- 
is given an 
coded number 
: into the pager, 
developed for 
(less than a 
i cations, -tile tech- 
developed for 
networks. 

B agers can fall 
n categories: 
mit a single 
hich emit a 
9 with each 
a particular 
message such as 
“Ring tie office”; and those 
which (display an alphanu- 
meric 

Thejfe were more than 
in use. in the 
T the end of last year, 
says Motorola, is one 
cost-effective and 
/-used forms of radio 
jjturucations, with more 
110m pagers in use 
ly. Europe is one of 
/fastest-growing regions 
le paging world, driven 
icijally by the “Calling 
ty Pays" initiative, 
to the European 
Body Eutelis, the 
iber of pagers in Europe 
juld triple by the year 2001 
/ The key “ ' 
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value-added 
range of 
locations, no 
.cations ser- 
organi sations 
money, flesi- 

andf freedom, says 

PageOne Ctomunications. 


The network operator 
offers a selection of business 
pagers which can receive 
messages of up to 240 char- 
acters, with plenty of mem- 
ory for callers to leave mes- 
sage after message. In many 
cases, the message pager 
conveys sufficient Informa- 
tion to remove the need for a 
response, saving the com- 
pany both time and money. 
Value-added, services -avail- 
able include number sequen- 
cing, message retrieval. 
Itemised biffing, group call 
and direct access, and more 
recently, USA Connect; 

But for the latest develop- 
ment in the paging world. 
Calling Party Pays (CFP) is 
all the rage, with growth 
nudging 40 per cent a In the 
UK and much of Europe. 
Here the pager displays a 
code 'which can translate 
into a message such as 777 
(Good luck), 025 (I'm at 
work), or 121 (Dinner for 
two). The big difference is 
that once the CPP pager has 
been purchased, there are no 
connection charges, rental 
charges or tariff. 

Calls from any con- 
sumer payphone are charged 
at a premium rat a , except for 
calls made from payphones, 
mobiles and non-BT net- 
works which, axe charged at 
prevailing rates. 

Manufacturers are focus- 
ing an code communications 
with a range of colourful 
models targeted act. this gen- 
erally youthfol marketplace. 
This month Vodafone Paging 
launches Zap! Direct which 
will receive -low-cost mes- 
sages tram a fixed PC run- 
ning Windows via a modem 
and telephone line. The new 
unit extends the Vodafone 
Paging range of VodaZap 
models. Also available, on 
the PageOne network, is the 
new Motorola Instinct Plus, 
an entry-level numeric pager 
which, is designed to appeal 
to 12- IS-year-olds. With each 

pager sold, PageOne pro- 
vides five free rechargeable 
phone- cards, each allowing 
two free calls to a pager. 

M eanwhile, - BT’s 
EasyReach messag- 
ing service is tar- 
geting students. The sales 
pitch includes the - price 
(about £80 to buy), and a fea- 
ture which enables the 
pagers to be set to vibrate so 
as not to disturb other 
people nearby. 

Motorola UK Paging is 
already issuing, an upbeat 
message for the Christmas 
paging market Paul Hughes, 
UK business manager, pre- 
dicts a record year, with new 
opportunities opening up. 
-The company's range of high 

capacity Flex paging archi- 
tecture includes the world's 
first two-way pagers and 
voice pagers, as well as prod- 
ucts that offer guaranteed 
message delivery. At pres- 
ent, these facilities are only 
available in the US pending 
the allocation of a s uitabl e 
network spectrum ln-Burope 
and agreement on standards. 

The paging revolu- 
tion-far from running out 
of steam - is in. turbo 
response mode. 


ing System) protocol, has 
proved unspectacular and 
this has been a big disap- 
pointment to those who 
believed a single technical 
Specification was the best 
solution for paging users, 
operators and manufacturers 
in Europe. 

The result now is a battle 
royal between' two extremely 
well-devised technical speci- 
fications, one European and 
free for all, the other Ameri- 
can and proprietary. 

Trivial the current skir- 
mish is not the stakes 
are high.' Paging networks 
are befog replaced/- .or cre- 
ated from scratch 4 all over 
Europe. Brand new systems 
are springing up throughout 
the new republics of eastern 
Europe, while in western 
Europe the old analogue 
systems are obsolescent and 
overloaded - the user base 
here grew 22 per cent in 1995 
alone. 

The need for replacement 
is vital, as Karl Me y lan, 
product manager paging for 
NEC Europe explains. 
“Existing paging networks 
are significantly overloaded 
in most of Europe; they were 
designed and installed 20 
years ago or more and they 
have reached the end of 
their economic life. 


"New digital networks can 
provide this much-needed 
extra capacity, while higher 
transmission speeds will 
allow users to receive lon- 
ger, more complex messages 
with data and graphics too. 
New technology will also 
allow paging operators to 
introduce dynamic new user 
features such as- two-way 
paging (acknowledging 
receipt of message) and 
international roaming 
(allowing you to be paged 
anywhere in Europe},” he 
says. 

Two rival techniques are 
proposed for fulfilling all 
this reconstruction. On one 
hand the “good Europeans” 
adhere tenaciously to the 
Ermes doctrine, while the 
“pragmatists” believe their 
interests will be better 
saved by- aligning with the 
global Flex protocol devel- 
oped by Motorola 

Mr Meylan continues: 
“This indecision over proto- 
cols is extremely damaging 
and it is certainly not in the 
interest either of users or of 
the industry. As manufactur- 
ers of both types of product, 
Ernies and Flex, we can take 
an independent stance. We 
are happy to make whatever 
our customers require and at 
the end of the day we will go 



Kart Maytan: ‘Existing paging 
networks are significantly 
overloaded in most of Europe 1 

-with the flow. That said, our 
own opinion is that Ermes 
represents a better choice for 
the European paging indus- 
try but we have no axe to 
grind in the matter.” 

The key advantage of 
Ermes, he adds, is that it is 
an open standard and. 
unlike Flex, no licence is 
required to produce Ermes 
pagers. Operators and manu- 
facturers can participate 
freely in the continuing 
development of the Ermes 
protocol and the paging 
environment in general. 

Moreover, having a har- 
monised pan-European tech- 
nical specification and the 


same radio frequencies used 
in each territory means you 
can make one single prod- 
uct, opening up the prospect 
of genuine economies of 
scale. The price comes down, 
sales go up and everyone 
benefits. 

This Ermes-orientated 
vision of “the paging system 
of the fixture that will soon 

link all Europe”, as one 
Swiss manufacturer calls it 
is an intriguing scenario but 
one that is unlikely to come 
to pass if this year’s confer- 
ence of paging operators in 
Europe is any indication. 

The European Public Pag- 
ing Association conference 
vote showed conclusively 
that operators wanted the 
same freedom to choose 
standards as their counter- 
parts enjoyed in the rest of 
the world. No fewer than 74 
per cent of all operators 
asserted that “Individual 
operators should be allowed 
to choose”, with delegates 
from southern and eastern 
Europe voting 92 per cent 
and 75 per cent respectively 
for freedom of choice. 

Chris Bullick, marketing 
director for Motorola's Euro- 
pean Paging Subscriber Divi- 
sion, says: “What's really 
happened is that the free- 
dom of choice movement has 



Motek, official communications sponsor of the 1997 Network Q 
RAC Rally wfll use pagers to supply an innovative information 
service which win give Instant updates of the latest retying action 
to participants and spectators 


now gained sufficient critical 
mass in Europe and there 
are no longer strong political 
obstacles to adopting Flex. 
During the next year we 
expect to see three or four 
leading west European oper- 
ators using Flex and vve also 
envisage some e xistin g pro- 
ponents of Ermes will con- 
sider mixin g Fine and Ermes 
together in their networks. 
The momentum for new ser- 
vices is now such that the 
industry will lobby energeti- 
cally to use whichever tech- 
nology meets its needs best.” 

Whereas regulators were 
previously leery of Flex, he 
adds, they now believe oper- 
ators should have the free- 
dom to install whatever 


serves their customers best. 
Flex and Ermes are not 
mutually exclusive; while 
merging the two systems is 
technically not simple, nei- 
ther is it impossible, he 
declares. 

The eventual outcome is 
not yet clear. For all the ele- 
gance and political attrac- 
tion of Ermes, the system 
has a mere 900.000 users 
globally, just over half in 
Europe. On the other hand, 
more than 20m Flex pagers 
(not all high-speed) have 
been shipped worldwide 
already, a dominance which 
would be hard to overturn. 
The signs point to a repeat 
of history, that of VHS and 
Beta max. 


Freephone. An aircraft 
carrier currently used 
for fishing trips. 



•*r 


Freephone. How many people realise its full potential? In reality, few 


things work as hard to grow your business. We should know. It was 


AT&T who originally invented freephone 30 years ago and who, through 


constant refinement, made it the uniquely reliable service it is today. Indeed, 
AT&T now handle well over 20 billion such calls a year. Of course, if your 
present supplier has neglected to show you just how effective freephone 


can be, you can’t be expected to know what it can do. But thankfully. 


you’re now free to choose a supplier with new ideas. Someone who will sit 


down with you and work out how freephone can give your business 
an edge. Switching to AT&T is easy. You can even take your existing 


freephone number with you. So call us, anytime. We’D show you how 


AT&T FreePhone Services can realty help you attack your business targets. 


Call AT&T on 0800 064 8000 

or visit our web site at www.art.co.uk 


BUSINESS JUST GOT AN EDGE. 


Wf l/FT/E In the UK, AT&T Fret Phone Service* are upplin) by AT&T Commwcuinns fl'KA LTtS 
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An? effective performer 



Bouygnes 
/^Telecom may be 
the third, and so 
far the last operator to 
enter the French mobile 
telecommunications 
market it is certainly 
proving to be one of the 
more effective performers. 
Its innovative tariff 
offering is proving a strong 
marketing formula. 

A speedy roll-out of the 
FFr23hn network 
investment is already 
potting Bonygnes ahead of 
the targets set In the third 
mobile licence it was 
awarded by the French 
government in 1994. 

This should give the 
network a better chance to 
compete against its two 
rivals. 

“Very quickly after the 
launch we have seen the 
speed at which the market 
is accelerating. So we have 
decided to accelerate the 
deployment of our 
coverage. Our licence 
requires ns to cover 87 per 
cent of the population by 
the end of 2005," said a 
senior Bonygnes executive. 

“But we will have 
covered more than 90 per 
cent of the population by 
the middle of 1999. We will 
accelerate our deployment 
by 5% years. Because we go 
very quickly we have 
quicker cash flow and that 
compensates for the 
enormous start-op costs," 
he said. 

Because of its later 
launch, Bonygnes remains 
well behind its two rivals 
- France Telecom’s Itineris 
network and the Cic 
G6nfcrale des Eaux-led 
Cege tel consortium with 
SFR. 

In October, itineris could 
count 2.316,000 subscribers 
and SFR 1,518,000, while 
Bonygoes hod abont 
300.000. 

The French authorities 
chose the DCS-1800 
technology for the third 

network. This offers 
gmallpT lyTla than the 
GSM-900 used by the first 
two networks. One aim was 
to improve coverage in the 
large towns, where the 
DCS-1800 is a more effective 


communication means. 
Bonygnes won the 15-year 
licence in October 1994, and 
with tt a four-year ' j 

exclusivity for the DCS-1800 
technology in the largest 
towns, such as Paris, 

Lyons, Marseilles, Lille and 
Nice. 

Bonygnes’ main industry 
partners in the bid were 
Cable and Wireless and 
German utility Veba. 

Director-general Patrick 

Leleu was rapidly 
appointed and built up bis 
team. The initial 90 staff 
bad grown to 1,100 at the 
end of 1996 and is expected 
to reach 2,700 at the end of 
this year. “Bonygnes has 
probably created more jobs 
than any other company in 
the last two years,” the 
executive said. 

Bonygnes’ aim has been 
to torn the mobile 
telephone from a product 
that was used by a 
privileged few into a 
product with mass market 
appeal. Bonygnes focused 
closely an providing tin 
market with what it wanted 
ffwd myrfu the te chnicians 
fulfil that aim, he said. 

The result of this 
combination was an 
innovative forfait system of 
tariffs. In other words, a 
subscriber decides at the 
outset to pay a fixed 
amount for monthly use of 
one, two or three hours 
nrmimnm. The effect WBS to 
undercut the two more 
established rivals with a 
competitive offer. 

It was Bonygnes which 
created +*da package 
innovation and we continue 
to innovate. As a third 
operator it is necessary to 
innovate. The result is that 
we have a lot of people 
copying us. At the same 
time we have given a boost 
to. the market, the 
Bonygnes executive said. 

“The mobile telecom 
market was behind others 
in Europe anti has still not 
caught up the rate of 
penetration In Germany, 
the UK, Italy or the 
countries in tiie north of 
Europe. The overall market 
pmxetratian rate In France 
is 6-&j per emit, while In 


the UK it is 14-15 percent,” 
he said. 

The impact of the 
Bonygnes arrival has been 
to boost the market, an 
effect which has been 

emphasised by Bonygnes’ 
own decision to speed op 
the roll-out of its network. 
By the end of last year, 
subscribers totalled 92,000 
and the company has 
already exceeded its end 
1997 target of 300,000. 

“We think that we are 
going to exceed 400,000 by 
the end of the year,” the 
executive said. 

Bouygnes believes it has ' 
the most dense network in 
the world. It is building a 
network with a capacity 
equivalent to “a four-lane 
motorway in both 
directions”. Roll-out started 
hi Paris, then Lyons, the 
Cote d'Azur and Normandy, 
and will move to LfBe by 
the end of the year. 

It will not be long before 
the Bonygnes DCS-1800 
network, focused on big 
towns, catches up with the 
coverage of the two GSM 
networks. Cheaper prices 
have been compensation for 
its more limited coverage. 

"Today, that is the case. 
Bat soon that won't be true 
because we will have 90 per 
cent of the population 
covered and it will be no 
different to the others," the 
Bouygnes executive said. 

This year has seen the 
entry of Telecom Italia as a 
new shareholder, alongside 
Bouygnes and Decanx in 
the bolding which bas a 50 
percent stake in the 
Bonygnes Telecom 
operator. Decaux is a 
French company which 
runs the large advertising 
billboards alongside roads 
and motorways. 

C&W holds a 20 per cent 
stake, and its former 
partner Veba, 175 pm* cent 
The split-np of their 
Vebacom telecom v e ntur e 
has had little impact on 
their ownership of 
Bouygnes Telecom. Smaller 
shareholders are Banque 
Nationale de Paris with 3.5 
per cent, and Paribas with 3 
pm- cent 

Tbeshareholders 


co ntr ib ute in different 

ways. Bouygnes provides 

management of the mobile 
venture. C&W and Veba 
both operate their own 
DCS-1800 networks and 
Bouygnes Telecom has 
"taken the best of each and 
constructed our own 
network differently”, the 
executive said. 

CAW’S Martin 
Farrimond, responsible for 
the investment, said C&W 
had contributed senior 
executives and 
skill-sharing. From 
Baoygues, C&W has 
learned a lot about 
advanced customer loyalty 
schemes. These are more 
sophisticated than simple 
points schemes, he said. 

Marketing and sales are 
key to this mobile 
operator’s early success, as 
is customer care. 
Subscriptions are sold in all 
the leading stares and 

su permarkets, as well as 

more specialised 
department stores such as 
FNAC and Virgin. 

On pricing Bouygnes has 
kept its tariffs unchanged 
over the past 18 months 
since launch and these 
remain considerably lower 
than those of its two rivals. 
France Telecom and Cegetel 
are berth expected to react 
to the threat foam the third 
operator and offer cuts in 
their tariffs. 

Bat despite its low tariffs, 
Bonygnes sees Itself 
w inning its clients foom 
among those who are new 
to mobile telephony. A 
company executive said: 
“When you see the grow th 
of the market, yon note 
that this explosion is due to 
new clients and not foom 
moves by older customers.” 

Bouygnes Telecom 
expects to breakeven in 
2001 as part of its aim to 
Hft sales to FFriObn foom 
this year’s forecast of 
FFr950m sales and 
unspecified losses. With a 
government review of any 
fourth operator due only in 
1998 or 1999, it will not face 
another competitor in the 
near future. 


Nigel Tutt 


This announcement appeeis as a matter of record only 



MobiFon S.A. 

a company operated by 


TIW 


and 
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USD 190,000,000 
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a national GSM network in Romania 
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Crucial months 



October 1997 


Competition is 
intensifying on 
several fronts - 
and customers 
are benefiting 

T he coming months 
could be crucial for 
the continuation of 
Europe's mobile telecoms 
success story. Not oh 2y is 
the debate ou the replace- 
ment for the Global Stan- 
dard for Mobile Communica- 
tions (GSM) coming to a 
climax, but the battle for 
market share In Europe 
locks set to continue with 
new entrants, new markets 
and new products. 

While man ufa c tu re rs and 
service providers compete 
for their slice of this lucra- 
tive market, and customers 
enjoy the fruits of competi- 
tion and technological prog- 
ress, industry regulators are 
considering the standard for 
the the Universal Mobile 
Telecommunications System 
(UMTS), the so-called “third 
generation" of mobile tele- 
phony. 

Philip Springuei, a consul- 
tant for telecoms experts 
OTR, said: “The choice of 
standards for the third gear 
eration is possibly the big- 
gest challenge facing the sec- 
tor in Europe- The European 
Telecommunications Stan- 
dards Institute (Etsi) is sup- 
posed to give its decision at 
the end of this year. I do not 
thtnir that they will be able 
to do it by then. 1 expect a 
compromise standard in 
early January." 

The debate has focused an 
two rival technologies: wide- 
band CDMA (Code Division 
Multiple Access) versus a 
combination of two existing 
systems: CDMA and TDMA 
(Time Division Multiple 
Access). 

The battle lines appeared 
to have been irrevocably 
drawn two months ago when 
Nortel, Alcatel, Siemens and 
Italtel joined farces to pro- 
mote the CDMA-TDMA stan- 
dard. This was a clear chal- 
lenge to Ericsson, the 
market leaders, and Nokia, 
who favour wideband 
CDMA, which has Japanese 
support 

The EuropeanCommission 
has been vocal in its calls for 
a single standard, but has 
been careful not to become 
too involved £n the debate. 

“On the issue of standardi- 
sation for UMTS, the com- 
mission policy Is that the 
best place for those decisions 
Is at the industry-Etsi level, 
and that the most important 
factor is interoperability 
between possibly rival 
systems," a commission 
Spokesman said. 

The issue is undoubtedly 
important in the medium to 
long term, but has little 
impact on the short term. As 
Mr Springuei raid: "It Is fun 
to talk about third genera- 
tion, because it Is for easier 
than trying to sell your sec- 
ond generation products 
right now. The real battle is 
stm for sales of GSM and 
CDMA, and that is Europe 
versus Japan versus US." 

This heated competition is 
clearly good news for the 
consumer. For an indication 
of how the European market 
will develop one need look 
no further titan the UK. 

Alex Nourouzi, a telecoms 
specialist at Ovum, -a Lon- 
don-based consultancy, said: 
“I expect reel movements on 


Wireless subscribers 



pricing foom both Cellnet 
and Vodaphone before 
Christmas. They have been 
content to allow a large 
price differential between 
themselves and Orange and 
Mercury, because of their 
superior coverage and cus- 
tomer base, but they just 
cannot do that any more.” 

“Cellnet really is a sleep- 
ing giant. They still have lm 
analogue subscribers, but 
their churn rates (the num- 
ber of subscriptions not 
renewed) are high. Christ- 
mas is a very important timg 
for them." 

While growth rates in the 
British market have slowed, 
there are opportunities else- 
where in Europe , for rapid 
growth and big profits. Mr 
Springuei thinks Spain will 
be the most exerting market 
of the next year. 

“The overall economic sit- 
uation is improving, tele- 
phone liberalisation will be 
achieved in time for the EU 
target of January 1 1998, and 
mobile penetration is small 
at the moment 

“The other great fimtar is 
the Mediterranean culture of 
the status symbol. Just as in 
Italy, the mobile phone will 
be a *111051-11096’ Mr Sprin- 
guei said. 

The Spanish market and 
tire tempting east European 
markets of Poland, the Czech 
Republic and Hungary, will 
also give an Important indi- 
cation of another develop- 
ment in European mobile 
telephony. Manufacturers 
who have until now under- 
performed in tills sector, par- 
ticularly the Asian electron- 
ics giants, will be competing 
much more aggressively 
now. 

“Recognisable brands like 
Panasonic an d Toshiba will 
pose a greater challenge to 


the Nokias and Ericssons in 
the future. The European 
brands will still have a 
cachet value, similar to Ger- 
man cars, but the Japanese 
phones will be cheaper," Mr 
Springuei said. 

Competition between man- 
ufacturers highlights their 
mrr naring im p ortance to the 

growth of the Europan mar- 
ket As Mr Springuei said: 
“Previously, the service pro- 
vider was the most impor- 
tant choice to make. Now 
companies like Alcatel are 
selling thei r phones in pretty 
colours and simply telling 
the consumer where to buy 
the phone. The manufactur- 
ers are driving penetration 
growth now, not the opera- 
tors." 

If the competition between 
manufacturers is healthy, 
the competition for spectrum 
is less so. The allocation of 
frequencies to new entrants 
continues to be a conten- 
tious issue. 

A dispute In Italy, 
involving Omnitel 
Pronto and the Euro- 
pean Commission on one 
side, and the Italian govern- 
ment and Telecom T taUfl an 
the other, highlights the dif- 
ficulties faced by new 
entrants throughout Europe, 
The European Commission 
Is threatening to withhold 
approval for an alliance 
between Telecom Italia, 
AT&T and Umsource unless 
Om ni t el Pronto is fully com- 
pensated as agreed in a 1996 
settlement Omnitel has not 
been given promised DCS 
1800 frequencies, and still 
awaits a 25 per cant cut in 
interconnection tariffs to the 
fixed network from Telecom 
Hylja 

“The Commission should 
not only warn Italy to put 


the earlier agreement Into 
effect, but also fiid some 
new compensation to replace 
the measures whick have 
lost their compensation 
value," a commis 
said. v 

While the Italian mumple 
is extreme, problen s with 
spectrum allocate n ' are 
repeated throughout urope. 
Mr Nourouzi said: Nearly 
half the member sta 3s T witt 
not make the EU <fc»aune 
for having at least ore com- 
petitor operating at tie 1800 
frequency. Countries, with 
competitors operating at 
both 900 and 1800 be few 
and far between. A. the 
moment it is probably only 
the UK, although Switzer- 
land and Portugal are very 
dose.” 

The underlying issue to 
the problem of spectrum 
allocation is competition. Or, 
how competition can best be 
stimulated. Mr Springuei is 
critical of the Cammissimfe 
approach. 

“Simply creating competi- 
tion artificially will please 
nobody, especially the new 
entrants who are faced with 
the rinpifoant encumben ts 

“The Commission has to 
start allocating both 900 and 
1800 to new entrants. Only 
that way will tbe price of 
dual-band handsets come 
down. . 

“The real worry is that 
new technological advances 
will be hinde red by innova- 
tive companies gobg to tbe 
wall. The converger ce of dif- 
ferent IT technologes is an 
exciting prospect for the 
future, but I'm concerned 

that adverse market realities 
will slow their development. 

“The Commission has to 
decide who is more Impor- 
tant, the customer -at the 
Ell’s image," he said. • 



Convergence issue looms 


Orange has this year 
established itself as 
Britain’s leading ctiBular 
operator but must now 
come to terms with the 
issue of convergence 
between fixed and ceBnlar 
services. 

Following a slow start 
after its launch in 1994, 
Orange’s performance took 
off in 1995 and swept the 
company to a successful 
stock market flotation early 
last year. Bat now the 

company must decide how 
to position itself for the 
emergence of convergent 
services, the coming trend 
in the UK telecoms market 
which could lead to a 
merger between the 
historically separate areas 
of fixed and mobile 
services. 

Orange faces tbe threat 
that its three rivals in the 
UK cellular market are 
better positioned to take 
advantage of tbe move 
towards fixed-mobile 
services: 

• Cellnet has the boost 
from its link to BT, which 
holds a 60 per cent stake In 
tbe cellular operator, and is 
eager for tbe regulatory 
approval that would allow 



Orange adverti si ng; the com pa ny's per fo r ma nce took off in lass 


it to take over Cellnet and 
offer combined services. 

• One-2-One has its 
parents on its side: Cable & 
Wireless and US West are 
investors in the UK’s two 
leading cable television 
operators, Cable & Wireless 

Conmmmcatians and 
Tafewest 

• Vodafone has no links of 
its own but Is in talks about 
possible ma rketin g 
alliances with a number of 
fixed network operators, 

jnc hjtHng Energ is, the 

long-distance canter that Is 
owned by the National 
Grid. 

Orange argues that such 
finks to a fixed network 
operator can act as a 
Thfadren re and p pri\ ts to 
other European countries 
where fixed carriers, which 
have previously split off 


their mobile businesses are 
now eager to re-integrate 
them. In all cases. Orange 

argues, it is the fixed 

carrier that is desperate to 
get bads together with the 
more dynamic mobile 
business. 

Orange seems convinced 
it can offer fixed-type 
services over its existing 
cellular network. It has 
conducted trials on its 
network of a “home zone" 
that would allow customers 
to make cheap calls on . 
their cellular phones in a 
specific zone around their ■ 
homes or offices. 

Its current policy of • 
Increasing the capacity of : 

its network is partly . . . . 
in tended te fomdla the 

higher volume of cans that 
would result from offering 
fixed tariff-type services. 


A separate pointer as to 

how Orange is positionhg 
itself for the convergent 
market is its axmouncenent 
in October of a price cutou 
certain international «=■!*? 
of as much as 80 par cent 
to br ing its rates into lint, 
with those charged on the 

fixed network. Tbe other : 

three international carrien 
have maintained their 
high-priced rates. 

While Orange's new 
Inte rn a tional rates do not 
undercut many 
fi xe d-netwtirk resellers - or 
possibly BT itself, once Its 
various volume-discount 
schemes are taken Into 

account -the 
accompanying marketing 
ca mpaign was intended to 
establish with Orange users 
that there are nwwrfffi y 
when a cellularphone w»n 
be used as a substitute for a 
fixed phone. * 

It is likely that the 
operator will cone out with 
similar ideas in the future 
to woo its customers away 
from the fixed network. 

Orange will be hoping that 

eno ugh of them t^e the 
hint 

Richard Hartford 
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ion is set to i 


Operators are 
spending heavily 
on advertising to 
attract hew 
subscribers 


W Jth cellular pene- 
tration In the UK 

lagging behind that 
of many other European 
countries - according , to 

European Union figures* the 

UK has 12 per cent penetra- 
tion compared to about 30' 
per ceftt in the Nordic coun- 
tries - UK operators - are 
using big budget advertising 
both to build brand identity 
and promote' specific ser- 


According to Andrew Col- 
hnson. CeUnefs brand devel- 
opment manager: “IT you 
look at the mobile industry 
you will see the market Is 
twang in g and giviwg custom- 
ers a preference has become 
more important.'* ’ And 
because telecoms watchdog 
Oftel recently secured num- 
bar portability for mobile 
users -enabling customers 
to keep the same phone 
number in future, if they 
change operators -the com- 
petition is set to get tougher. 

Trying, to attract new 
users. Cellnet has recently 
launched a £lQm advertising 


- campaign to support “Sodal 
life", a new low-user anal- 
ogue tariff. The scheme is 
intended to reinforce the 
company's 5p a i nhinfa off- 
peak tariff; said to start 
when a user’s social life 
does - after 6pm and at 
weekends. 

One-2-One is currently 
working hard both to btdW 
brand identity and sell spe- 
cific services. This month, 
the company launched Its 
. biggest advertising cam- 
paign, featuring celebrities 
such as supermodel Kate 
Moss and former Beirut hos- 
tage John McCarthy, 
although it refused to put a 
figure on the venture. 

This latest campaign Fed- . 
lows & £3m promotion sup- 
porting the -introduction of 
the “Up 2 You" tariff, said to 
be the first digital “pay-as- 
you-go” service in Britain. 

•The company has also 
extended a promotion allow- 
ing two handsets to be con- 
nected. to one account, mod 
business users are. being 
tempted by the offer of £50 if 
they join One-2-One from 
another UK service provider. 

Orange, which is tradition- 
ally seen as having the 
strongest brand identity, has 
recently launched a new 
“lifestyle” campaign valued 
at £22m. The advertisements 



A MB from Ora09**s £12m "Msstyto” adwrttelng campaign 


are said to show how the 
company understands the 
needs of its customers, with 
the focus on four different 
ways to join the sa^lce. 

The campaign consists of 
five advertis e ments, starting 
With a general theme then 
four that focus specifically 
on different tariff schemes. 
Along with the campaign. 
Orange has launched a new 
tariff, “Ju st Talk” , aimed at 
attracting customers who do 
not want to commit them- 
selves to a minimum term 
contract, monthly charges 
nnH credit 

Other “pre-pay" schemes 
are being offered by the 
other cellular operators in a 
move to attract customers 


who have not owned a 
mobile phone far these rea- 


Qrange has also recently 
used a Elm campaign to 
attract business users - the 
opposite end of the market 
from the sector “Just Talk" 
is aimed at The company is 
pushing group services, such 
as conference calling and 
text messaging, for the busi- 
ness user, with one adver- 
tisement showing a fictional 
customer winning a business 
advantage through the use 
of a mobile phone. 

Vodafone, currently the 
UK’s biggest cellular opera- 
tor, has recently launched a 
big advertising campaign to 
reinforce the company's 


rebranding, which saw the it 
adopting a new logo based 
an quotation marks. 

The strapline for the cam- 
paign, which includes TV, 
poster, print and direct mar- 
keting. is: "The world is 
Vodafone". According to 
reports in the UK m a r k e tin g 
press, the eampaign is cost- 
ing about vifini- 

The company has also 
launched a collection of new 
tariffs, with two new digital 
tariffs launched in Septem- 
ber targeting the medium 
and M gi i end of the market, 
preceded by two new anal- 
ogue tariffs designed for the 
low-user market “These new 
tariffs address different seg- 
ments of both the business 
and consumer markets," 
commented David Charming 
Williams, Vodafone's manag- 
ing director. 

The service providers have 
one other big problem to 
resolve: that of ‘'churning." 
After signing people up, they 
need to keep them. 

According to a report in 
FT Telecoms Worid, during 
one month in 1996. of 90,000 
gross connections to the 
CeUnet network, only 18,000 
new additions were made to 
the customer base: 72,000 
were later disconnected. 

Part of the problem lies 
with the operator. According 


to recent information from 
Anderson Ckmsulting; churn 
In Europe is at about 25 per 
cent, and "chum frequently 
results from the way opera- 
tors goto mari ter. 

"Often, for example, deal- 
ers actively encourage chum 
because they receive incen- 
tives for handset sales or 
customer subscriptions 
rather than for customer 
retention and value-added 
service." 

In order to counter this, 
reward programmes seen to 
be in favour. Cellnet, for 
example, rewards users with 
extended airtime depending 
on the volume of Mite 
Orange rewards users by 
giving them points that are 
redeemable against products 
and activities, r a n g in g from 
cinema trips and camera 
mm to white water rafting 
and parasceudlng. 

The future of the mobile 
market also seems to be in 
crosKnaifceting. Orange has 
teamed up with NatWest 
bank to produce a Visa card, 
while Cellnet has i mptwi up 
with Barclays to promote 
remote telephone banking. 
•Research on Advanced Com- 
munications in Europe 
(RACE) netoscRp, September 
IS, 1997 

The author is editor of the FT 
Communications Newsletter 


Hie On e ft Oat HwteilBOQi h a w d s d e e votes dtafeaa 




Oro-feOrw signed up 108400 new customers in ttvwe-months 
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Ohe-2-One, the UK’s 
smallest cellular o pe ra to r 
which Is jointly owned by 
Galde ft Wireless and US 
West, has staged a 
stgoffleaut recovery this 
year front the depths of 
underachtevenwnt in 1996. 

It is now starting to 
make up lost ground on its 
larger rivals; OeOnet, . 
Vodafone and Orange. 

In the first nine months 
of this year, One-2-One 
signed up 268,000 new 
customers, second only to 
Orange with 2854)00 new 
customers but well ahead 
of long-established 
competitors Vodafone 
(218,000 hew customers) 
and Cellnet (154,000 new 
customers). 

Such a result was - 
u nthink able a year ago 
when the company had 
attracted a mere 80,400 
new customers over the 
same period. And 
One-2-One could be 
pe rfo rm i ng even better in 

tile fature if the past 
quarter is anything to go 

by. 

Inthfe pest three months 
it signed dp 108,000 new 
customers - more than 40 
per cent of its total in the 
year so far -and roundly 
beat Its three rivafe-Xn tbe 
three summer months of 
last year it added a mere 

20.400 customers. 

Ore-£One now has « 
total of 806,000 customers* 
tempered with Orange's 

1.070.000 and the 
l o ng w-e e tu bH s ha d CeUnet 
and Vodafone with 

2.840.000 and 84)18*000 
customers, respectively. 

The company’s 
turnaround coincided with 
the appointment in spring 
last year or Jan Peters as 
managing director. 

Ms Peters, a forma- 
president of US West Media 
Group's cellular interests 
in the US, revitalised 
One-2-One with a new - 
marketing ca mpaign , 

I reworked tariff packages 
and an of its' 

distribution strategy so 
that its service wasun sale 
hi more retail outlets. 

Crucially, Ms Peters also 

forged ahead with 

0ne-2-0ne*5 poBey of 

buUding out its network to 
match the geographic 
.re ac h of its rivals. 

' One-2-One had made the 
ndttake of only making Ms 


service available In the 
south-east of England after 
its launch in September 
1993. Even if customers did 
not make calls much 
outside this part of the 
country they wanted to reel 
they could if the occasion 
arose. One-2-One suffered 
as a result. 

Also, the operator 
mistakenly pitched itself at 
the bottom of the market 
with a tariff package that’ 
offered unlimited free, 

local off-peak cadis. 
Subscribers took up the 
offer enthusiastically.. 

- much to One-2-One's 
cost 

By pitching to the 
bottom of the market, 
One-2-One found itself 
saddled with many I 

customers who did not pay i 
their hfils and aided up i 

deserting Ms network. - - , 

One-2-One has since scaled { 
back its free calls offer and 
spent much of last year 
dealing with the effects of 

customers chanting off Ms 

network. 

• It was stuckJn a vfckras 
circle - the volume of calls, 
generated by its free calls 
offer congested the 
network to the point where 

subscriber* found ft hard 
to fl fff™ny make calls so 
jammed was the network. ■ 

In turn, this necessitated 
mare investment in the 
network to Increase 


building it dot to other 
parts of the country. The 
congestion problem 
evEntuallysterted putting 
off customers. . 

A year on, the operator 
has been turned around, 
althougltMs Jteters has not 
stuck around to see the 
results. At the atari of 
October she left to become 
chief executive officer of 
MedMtOne, the US cable 
televisio n opcra torwhlch 
IspartcfUS'WesL 

A sure sign that tin . 
operator's recovery was 
complete came in July 
from an unexpected source. 
Chris Genti chief executive 
of the Vodafora* Group 
which has previously Seen 

Its competitive threat 
as Orange, predicted 
Vodafbne’B fiercest 
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Unlike some others, we use state of 


the art technology across our entire 

network - one that runs along 
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Airtouch CJommunications 


Foreign operations 
are key to profits 


US-based Airtouch 
Communications Likes to 

describe Itself as the 
world's largest independent 
communications company 
focused entirely on wireless 
communications. It has 
about 10m cellular and 
pager customers worldwide 
and operates in 12 
countries and in some of 
the fastest growing cellular 
markets. 

The company was spun 
off from California-based 
Pacific Telesis Group in 
1994 and has a market 
capitalisation of about 
S20bn. Airtouch provides 
cellular service to about 4m 
customers and more than 
3m paging customers in the 
US, making it one of the 
largest providers of 
wireless communications 
services in the US. 

Earlier this year, 
Airtouch announced a 
definitive agreement to 
merge US West Media 
Group's domestic cellular 
business with its own 
operations in a deal valued 
atS5bn~ 

This will make Airtouch 
the largest cellular carrier 
in the western US, giving it 
an additional 2L2m 
customers in 12 contiguous 
western states when the 
merger is completed next 
year. 

The US West deal, 
however, could fall through 
if current US legislation 
known as die "Morris 
Trust" passes in its current 
form which would block 
the merger. If tois occurs, 
the two companies will 
proceed with their current 
joint venture agreement. 

The addition of US West’s 
cellular network will give 
Airtouch valuable benefits 
from increased economies 
of scale which should serve 
to drive down operating 
costs as prices for cellular 
services continue to faU. 
The company has strong 
cash flow and conserv ative 
financial policies, 

| prompting Standard & 
Poor’s to give it a corporate 
credit rating of BBB+. 

Third-quarter fiscal 
results reported an October 
23 showed a large increase 
in profitability with 
earnings per share jumping 
150 per cent to 25 cents, 
compared with 10 cents per 
share for the same period 
in 1996. The results were 
boosted by the company’s 
overseas operations which 
began showing strong 
profits. 1 

“Our international 
performance this quarter 
was particularly 
impressive. Our 11 
ventures in total achieved 
significantly improved 
profitability coupled with 
record customer growth,” 


said Sam Ginn, chairman 
and chief executive officer 
of Airtouch. “Meanwhile, 
in the US, our cellular 
business posted its best 
margins ever, 

demonstrating our ongoing 
ability to reduce cash costs 
per subscriber faster than 
the decline in revenue.” 

With about 20 per cent of 
the US population 
subscribing to cellular 
services, competition has 
grown tougher in US 
markets, especially with 
the introduction of 
Personal Communications 
Services (PCS) digital 
communications services. 

Airtouch says it has 
managed to hold onto 
customers by offering new 
packages of competitive 
services and draw upon its 
economies of scale to drive 
down cash costs in the 
third quarter by 22 per 
cent, compared with the 
same period in 1996, while 
cash flow margins grew to 
49.2 per cent, the best in 
the company’s history. 

“International operations 
have been very important 
to us and contribute not 
only revenues but also 
provide us with ideas and 
services we can. use in the 
US and Other markets.” 
said an Airtouch 
spokesperson. “For 
example, in Sweden, the 
market for wireless 
internet data services Is 
much more advanced than 
it is here.” 

Airtouch operates joint 
ventures in Belgium. 
Germany, India, Italy, 
Japan, Poland, Portugal, 
Romania, Sooth Korea, 
Spain and Sweden. 

Italy is one of the 
fastest-growing European 
cellular markets and the 
company is also 
aggressively pursuing 
emerging markets. Earlier 
this year it entered into the 
Indian and Romanian 
cellular markets, and Its 
joint venture in Brazil has 
won a licence for cellular 
services in the populous 
Sao Paulo area, although 
that licence is currently 
tied up in a legal challenge 
mounted by a competing 
consortium. 

“We’ve done well in 
international markets 
because we've been able to 
bring our US experience in 
providing high quality 
customer service to 
countries where the 
entrenched telecoms 
companies have been slow 
to respond,” said the 
Airtouch spokesperson. 

Airtouch Is currently the 
Largest operator in the US 
of Global System for Mobile 
Communications (GSM) 
networks. It is also focused 
on PCS and has a 25 per 


cent interest in PrixneCo 
Personal Communications 
which has II PCS licences 
in big US metropolitan 
areas, giving it access to 
new markets such as 
Chicago. 

Although PCS services 
currently represent a small 

percentage of the 
company’s customer base, 
US market research firm 
Dataquest expects that by 
2000, about 50 per cent of 
all US wireless 
ffl fflimminii tin t i n will be 
using PCS handsets, even 
though most of those 
handsets win offer dual 
modes supporting existing 
analog cellular in addition 
to digital PCS. Airtouch 
already offers dual-mode 
handsets so that customers 
can take advantage of both 
types of networks 
depending on their 
location. 

Airtouch recently 
authorised the repurchase 
of up to llhn of its mm 
shares and it plans to 
continue investing in its 
communications 
infrastructure and in joint 
ventures in the US and 
internationally. 

Airtouch expects wireless ! 
co mmunica ti ons markets to i 
continue expanding in the 
US, pointing to much I 

higher cellular use in i 

countries such as Sweden 
where about 30 per cent of 
the population is 
subscribed to cellular 


services. 1 

There are also potential 
opportunities in new kinds 
of services that replace a 
company’s existing internal 
telephone networks with 
wireless systems - and in 
internet data services that ; 
can provide subscribers 
with access to e-mail and 
information published on 
world wide web sites. 

Airtonch has an interest 
in the Globalstar 
satellite-based 
communications vent ur e 
which plans to launch and 
operate a network of 40 low 
earth orbit mwmmi^irtlnM 
satellites providing 
inexpensive worldwide 
wireless conmmnfcatfons 
services. Globalstar’s 
network will open up 
markets in rural areas and 
tn developing countries 
where establishing existing 
wireless communications 
services is too expensive. It 
will also give Globalstar 
customers worldwide 
roaming capabilities for 
their phones. 

Airtouch has entered into 
joint ventures that will 
provide Globalstar-hased 
communications services in 
the US. Canada and 
Indonesia. 


Tom Foremski 
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How can a 
phone system 


convince my 
customers 
that we are 
efficient and 


that we care? 
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Well show you 


Rb*r die raast I mp or tant wtmt of 
tarnmnmkaOm btt m oi jno Jtad ysar 
dkots h yoar tdcpbuM. It is die Idol to* 
t* dww dun how you run jwr bosom. 

Today people expect their ah to be 
answered almost imetafe f rmthqrriq 
off. IJvwise a vahaUe cflent won^ on die 
Ena wfte someone aMesdy searches far 
rel«m mfofrnWn wfl not be a happy dtant 
Genesis can hdp you arid tin. For 
example, cagne the enpregtannade when > 
dent ring in and before rim at a ans w er ed 
al their deoils pq> op on the rarest PC 
saw bo the wfephone - no montane 
wasting fie seantevaff staff tn oontraL 
Should a al not be answered far angr 
reason the dhn rama, number and rime of 
ihealJneaueonad al yMpigdon}wr 
diabase. Then you on al then bade before 
they dunk of gofag to a rt»d company kmgjne 
(he great bqpression that mates on them. 

Genesis on ghn you die tadnofaff to 
any out these functions and modi more. 

CaS or return the mopon to Generis to 
see how simple it is to hsal such a system 
far jour busnss. 
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THE US • By Tom Foremski 


Digital gets airborne - at last 


A battle over 
standards is one 
of the problems 
which have had 
to be resolved 


D igital wireless tele- 
phone systems in the 
US have takes lon- 
ger to establish themselves 
than initially expected by US 
telecoms companies, largely 
because of the huge installed 
base of analog systems . but 
digital phone services are 
now showing signs of taking 
off. 

Digital phone services 
based on sncalled Personal 
Co mmuni cations Services 
(PCS) systems promise 
clearer sound, lower prices, 
greater channel capacity, 
and handsets that r un longer 
on batteries. But PCS has 
had to overcome a number 
of financial, marketing and 
technological barriers. 

US companies have spent 
$17bn an licences to broad- 
cast on PCS frequencies. But 
the high cost of those 
licences, which were bid up 
in auction, left many compa- 
nies without enough money 
to build their PCS networks. 
In addition, there has been a 
battle over industry stan- 
dards between the newer 
code division multiple access 
(CDMA) and the older but 
more established time-divi- 
sion multiple access (TDMA) 
technologies, and the US ver- 


sion of the European Global 
System for Mobile Communi- 
cations (GSM), which is 
based on TDMA- 

CDMA offers greater carry- 
ing capacity but the technol- 
ogy is more complex, and It 
does not have the estab- 
lished base of equipment 
providers and lower costs of 
TDMA. This has forced 
many US companies to 
choose between taking a risk 
with the less well estab- 
lished CDMA or jump 
straight into the market 
with the better established 
TDMA or GSM. 

Some companies such as 
AT&T chose TDMA, mainly 
because most of their exist- 
ing equipment is from Erics- 
son, which does not support 
CDMA. Others, such as 
Sprint, have, chosen CDMA. 

“CDMA has been the 
majority choice in the US 
but TDMA is strong in for- 
eign markets,” says Clint 
McCellan, senior analyst at 
US market research Arm 
Dataquest. “CDMA offers 
much better voice quality 
and can carry more chan- 
nels. But those companies 
that chose TDMA have had 
an advantage in terms of get- 
ting to market more 
quickly." 

According to the CDMA 
Development Group, 51 per 
cent of US PCS companies 
have chosen CDMA, com- 
pared with 28 per emit who 
opted for GSM, and 20 per 
cent for TDMA. 


For example. California- 
based Pacific Bell Mobile 
Services (PBMS) decided to 
choose GSM for its digital 
phone service and it 
imported technologies and 
expertise from Europe, 
where GSM networks have 
been operating for several 
years. 

PBMS won a bid for two 
PCS licences from the US 
Federal Communications 
Commission for services cov- 
ering 3lm people in Calif- 
ornia and neighbouring 
Nevada. Instead of waiting 
for CDMA, PBMS decided 
that time to market was crit- 
ical and it opted for a PCS 
network based on GSM. 
Ericsson was awarded a five- 
year contract worth $30Qm to 
supply the GSM infrastruc- 
ture of base stations, switch- 
ing centres and handsets. 
UK-based systems integrator 
Logics was chosen to help 
set up the vital customer 
care and billing system. 

“Next to the PCS network 
itself the customer care and 
billing system is the most 
important part of the busi- 
ness. We have to be able to 
quickly respond to competi- 
tion, with new services and 
rate plans. And with a high 
level of customer service,” 
said Rosaleen Derington, 
executive director at PBMS. 
“Logics helped us a lot. They 
used their experience to tell 
us what was possible in the 
time frame we bad.” 

A key obstacle for PCS has 


been marketing. The US has 
a cellular subscriber base of 
about 45m, representing 

about 17 per cent of the pop- 
ulation. most of them using 
analog systems. Trying to 
persuade these customers to 
switch to PCS services has 
been an uphill battle for 
many companies, mainly 
because customers are con- 
fused about the technologies. 
Furthermore, the analog 
systems already offer rela- 
tively low prices and wide 
cellular coverage. 

A survey by Ameritech 
pThfiw Services earlier this 
year found that 62 per cent 
were confused by the vari- 
ous wireless options. About 
69 per cent said they were 
not concerned about which 
technology they used as long 
as it gave them reliable ser- 
vice. A mere 8 per cent had 
heard of CDMA or TDMA 
and only l per cent knew 
what the abbreviations stood 
for. 

In addition to marketing 
costs, digital handsets are 
more expensive to build, and 
the network infrastructure is 
expensive. Although compa- 
nies are expanding their PCS 
infrastructure, they cannot 
yet offer the same wide cov- 
erage that analog networks 
offer. 

Mr McCellan says that 
many companies are introd- 
ucing dual -mode handsets 
that support PCS and analog 
networks, to make sure that 
customers are guaranteed 


wide coverage yet have the 
benefits of digital wireless. 
Dual-mode handsets use digi- 
tal networks where they are 
available, but automatically 
switch to analog cellular 
where necessary. 

“Adding analog to a PCS 
phone is relatively cheap 
and it allows companies to 
leverage their exist log ana- 
log cellular networks, plus 
they are able to offer a pack- 
age of different services,” Mr 
McCellan said. “In this way, 
they lock in customers 
with cheap analog and 
migrate them to digital as 
the infrastructure expands 
and as prices for the equip- 
ment and handsets become 
lower." 

Dataquest estimates that 
50 per cent of all US cellular 
customers will be using digi- 
tal by 2000. even though in 
many cases they will be 
nsHng a dual-mode handset. 

Digital wireless systems, 
however, can challenge ana- 
log cellular in other ways, by 
tempting customers with a 
wide variety of new services. 
Transmission of digital infor- 
mation such as news, stock 
quotes, plus giving custom- 
ers access to e-mail and 
internet connections will be 
key services that can pro- 
vide PCS companies with a 
range of profitable premium 
services. Companies such as 
Nokia have begun promoting 
the use of smart phones in 
the US that offer such ser- 
vices. 
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A focus for overseas investors 


Foreign 
companies are 
using joint 
venture funding 
structures to 
establish a 


presence 


C hina's burgeoning 
mobile phone market 
has become the focus 
of efforts by foreign inves- 
tors seeking a foothold in 
the mainland's tightly 
restricted telecommunica- 
tions sector. 

Last month's $4bn listing 
of China Telecom (Hong 
Kong) gave minority share- 
holders their first taste of 
the mainland's telecoms ser- 
vices business - one which 
stiU remains officially closed 
to foreign direct investment 
and participation in network 
operations. 

Despite the ban, an 
increasing number of foreign 
companies are using joint 
venture funding structures 
with local Chinese compa- 
nies to establish a presence 
as financiers and consul- 
tants to mainland operators. 
Their interest is not surpris- 
ing, given a market which 
has doubled to size every 
year since the first cellular 
services were launched in 
1987. 

China Telecom, the opera- 
tional arm of the Ministry of 
Posts and Telecommunica- 
tions (MPT) in Beijing, 


reported that the number of 
mobile phone subscribers 
had passed 10m in July this 
year, while analysts estimate 
the country’s user base win 
top 12m towards the aid of 
December. 

“We would expect China 
to be the largest GSM mar- 
ket worldwide by the end of 
1999," said Mike Short, direc- 
tor of international affairs at 
Celtoet, which has tied itself 
Into the mainland's rapid 
growth in mobiles through 
subscriber roam ing agree- 
ments. The MPT has revised 
upwards its own market pro- 
jections twice during the 
past year and now estimates 
China will have 30m cellular 
users by the end of 2000. 

“The Chinese cellular mar- 
ket has recently been trans- 
formed from a monopoly 
into a competitive market, 
where there may soon be six 
competing networks in any 
given city," said Dylan Tin- 
ker. regional telecoms ana- 
lyst with Jardine Fleming 
Securities, to a recent mar- 
ket study. 

In the past few months, 
said Tinker, cellular airtime 
charges in mainland China 
have fallen to about 5 cents 
a minute, which is about a 
quarter of the average tariff 
charged by cellular opera- 
tors to the special adminis- 
trative region of Hong Kong. 

The m a in protagonists in 
the market are China Tele- 
com, which boasts a 98 per 
cent share of the cellular 
market, Lian Tong Telecom- 


munications Corp, also 
known as Unicom, which 
last month claimed 300.000 
subscribers, and the People's 
Liberation Army, with a few 
score thousand customers. 

China Telecom’s listed 
subsidiary, CTHK, which 
incorporates the country’s 
two biggest provincial cellu- 
lar networks In Guangdong 
and Zhejiang, accounts for 
28 per cent of the total 
national subscriber base. 

“No one in the Chinese 
bureaucracy [Is] advocating 
opening services to foreign- 
ers, they are all much more 
concerned about their own 
right to compete," said one 
Beijing diplomat recently. 

The financing require- 
ments of China’s competing 
cellular operators have, how- 
ever, created a small window 
of opportunity for foreign 
companies - including Deut- 
sche Telekom, France Tele- 
com, McCaw International, 
NTT International and First 
Pacific Co - attempting to 
establish themselves on the 
mainland, although the 
obstacles remain formidable. 

Despite “wishful thinking" 
to the contrary, China’s tele- 
coms policymakers have no 
incentive to change the rules 
to favour foreign investors, 
argues John Ure, director of 
the Hong Kong University’s 
Telecoms Research Project 

“China is not about to 
open its doors to foreign 
direct investment in its tele- 
coms networks or services,” 
he said. “First it does not 


need to. Despite network 
bulld-out plans which are 
ambitious by any standards, 
Ghina is well on course 
towards fulfilling the targets 
of the ninth five-year plan 
and is generating sufficient 
revenues to attract foreign 
funds on very favourable 
terms. Second, the MPT has 
an interest against foreign 
direct investment" 

China Telecom’s strong 
cash flows mean the MPT, 
which also acts as the coun- 
try’s telecoms regulator, has 
no need to reform the tele- 
coms sector and also fears 
that an influx of foreign 
funds would simply aid its 
fledgling competitors, said 
Mr Ure. For that reason, 
some analysts believe for- 
eign operators would do bet- 
ter to seek out relationships 
with alternative carriers. 

The risk and reward pro- 
file of ventures with Lian 
Tong have proved too much 
for soma international opera- 
te re, such as the handfol of 
US regional Bell holding 
companies which set them- 
selves up to China during 
the past three years only to 
pull back subsequently from 
their investments, blaming 
regulatory and commercial 
obstacles. 

In several cases, most 
recently with Ameritech to 
Shanxi Province, their local 
partnerships have been 
snapped up by Hong Kong 
and Singapore companies 
with stronger stomachs for 
the precarious telecoms 


investment environment in 
the mainlan d. 

Hong Kong- based Hutchi- 
son Telecommunications is 
striking out on its own to 
establish partnerships with 
China’s alternative carriers. 
T.ian Tong said it was negoti- 
ating with Hutchison for the 
construction of CDMA cellu- 
lar networks in 20 cities, 
with services due to be 
launched at the end of next 
year. “We chose a few cities 
to start, but In the future it 
will be a national network," 
said a Lian Tong official. 
,:»Zn a separate mainland 
venture, Hutchison also has 
agreements to provide ser- 
vices and equipment for 
CDMA systems to a further 
35 cities on behalf of Great 
Wall Communications, a 
joint venture between the 
MPT and China Electronics 
Systems Engineering Com- 
pany. a subsidiary of the 
People's Liberation Army.' 

The growing participation 
of Hong Kong companies -in 
the mainland's telecoms 
industry is not accidental 
and may be formalised in 
China's long-delayed tele- 
coms law, due to be promul- 
gated during the next 18 
months. 

Liu Cai. director-general of 
the MPTs department of pol- 
icy and regulation, said: “In 
the new draft law, we are 
t hink i n g about having some 
flexibility for at least Hong 
Kong companies to have cer- 
tain further participation in 
the sector." 
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Gobbling up the cellular market 


The mobile phone is 
integral to the 
communications culture of 
Singapore. Mobile 
penetration, at about 12.5 
per cent, is one of the 
highest in the region, and 
an average talktima of 350 
minutes a month makes a 
meagre figure of the 90 
minutes US users spend 
talking on their mobiles. 

Despite this. Singapore's 
cellular market has had 
among the lowest 
subscriber growth rates of 
the Tiger economies. What 
was needed wag 
competition and this 
arrived in the market in 
April this year when the 
country's second cellular 
operator, MobileOne (Ml), 
rolled out its GSM service. 

Within just 180 days the 
company bad gobbled up 18 
per coat of the existing 
cellular market, and today 
boasts a subscriber base of 
315,000- an Impressive 
figure given a population of 
only 3m. Furthermore, 
whereas infttaliy 30-40 per 
cent of the company's 
customers were defectors 
from the majority 
state-owned cellular 
monopoly SingTel, now 
most of Ml’s new 
subscribers are firsttime 
subscribers. 

Aggressive marketing, 
some intelligent 
customer-specific packages 
and the benefit of the 


experience of its 
shareholder companies 
- Keppel Group, Singapore 
Press Holdings, Hongkong 
Telecom and Cable & 
Wireless (C&W) - have been 
key to the strategy of the 
company, whose entrance ’ 
to the market exceeded all 
expectati o ns. 

According to Neil 
Montefiore, chief ex e cu tiv e 
of MobfleOne, Ml's 
intention was to compete 
with SingTel cm three 
fronts: quality, customer 
service and value. “We 
wanted to offer value that 
could be seen on a rational 
basis," he said. 

Rosa Cormack, managing 
director of mayor 
shareholder Cable & 
Wireless AsiaAfobfle, 
believes the extensive 
market research conducted 
by MobileOne lias given the 
company an advantage over 

SingTel. 

MobileOne, he says, 
“created a number of 
different brands that spoke 
in different voices to 
different market segments 
in a way that was fresh and 
new. In other words, we 
expanded the vision of what 
mobile telephony is all 
about, and f think we were 
very dear. We tried not to 
confuse our customer base. 
We tried to come up with a 
simple, easy-to-understand 
package." 

All Mi's customers 


receive voicemail and short 
messaging services at no 
extra charge. An e-mail 
service alerts the subscriber 
ff an internet e-mail is 
received by sending a page 
to the customer via their 
mobile handset 

Ml is also par tn wing 

internet provider 
Cyberway, and other 
content providers, to offer 
short messaging 
servlc^based information 
services to subscribers’ 
handsets, providing 
up-to-date news, financial, 
travel and other 
information. 

A big influence on the 
Singaporean market fan 
been tight regulation with a 
clear vision of what the 
country wants from its 
telecoms industry. The 
Telecommunications 

Authority of Singapore 
(TAS) ensured that any 
rival to the national telco 
would have to be prepared 
to make substantial 
investments for no easy 
returns. It also insisted that 
a second operator eschew at 
least (me of the normal 
routes to boosting 
subscriber take-up rates: 
that Is subsidising the cost 
of a handset. 

In addition, both 
companies must provide a 
baste somber portability 
facility which has ensured 
that customers signed up to 
state-owned incumbent 


SingTel could switch to 
MobileOne yet still retain 
their existing mobile 
numbers. 

Mr Montefiore believes 
this strong regulatory 
framework has helped to 
avoid the oversupply of 
services and consequent 
consolidation experienced 
in countries snch as Hang 
Kong: 

“The entry of MI has 
demonstrated that 
customers appreciate 
choice," he says. He 
believes his customers 
enjoy a cheaper service 

than, say, UK subscribers, 
and as a result, mai»> more 
use of their mobile phones. 

MobileOne has also 
benefited from C&W*s 
experience in the region. Mr 

Connack believes C&Ws 

extensive Involvement in 
other mobile markets is a 
useful benchmark against 
which to measure 
MbbfleOne’s performance. 

“Its [Singapore 
gov e r n ment] reminds us 
vary much of our own 
strategy. as a corporation,” 
says Cormack, “It’s a 
growth market and also a 
showcase market where we 
are very pleased to be 
involved.” 

Cellular penetration is set 
to increase to the region 
and, in addition, wideband 
data applications, such as 
the internet and intranets, 
win place demands cm 


* ■ 

networks tor the sort bf * . 

Division MultfrleTAcdbssV 
technology can offer. In the 
first quarter of 1938, Ml 
will launching the first 
CDMA network in the 
region. 

“GSM is a mature 
technology of today, L 
however CDMA could bring 
a lot to customers such as 
US roaming," says Mr 
Montefiore. CDMA’s better 
Spectral efficiency will ai«n 
result in lower operating 
Costs, smaller and lighter: 
h a ndse t s , and improved 
Speech quality which, Mr 
Montefiore believes, will be 
more attractive to the 
market 

Singaporeans are heavy 1 
social users of cellular 
phones, and Ml will pitch 
CDMA at new subscribers 
in this category, as well as 
at the fixed-line 
replacement market Mr 
Montefiore, who is anxious 
to avoid having the CDMA 
service cannibalise Ml's 
GSM network, plans to 
differentiate the two 
services, limiting the 
affordability of CDMA to 
“certain market segments". ! 

Furthermore, Ml's l 
stockholders have 
announced tbelr intention 
to bid for one of two fixed • 
licences up for grabs ia*«- 
this year. 
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A survey in FORTUNE® magazine named SBC Communications the most admired telecommunications company in 
the world. The editors wrote. Every company claims that its people are its most important asset. The most admired 
companies in the world show they really mean it.” Congratulations to all our employees for being named 

best in tiie world. Everywhere in the world you are. 
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EFT tele ma rketing 


Drive to improve 
quality of service 


BT, the OK’s largest 
Mecwps operator. Is using 
can centres to defend its 
position in its deregulated 
and increasingly 
competitive home market. 
As a state-owned monopoly, 
BT was a byword for bad 
service. But today, re-bom 
as a priva t e company and 
facing threats from all 
directions, BT reckons that 
good service could b ec o me 
its principal rtigtfagwfahtng 
feature. 

BT has long been one of 
Europe’s largest operators 
of call centres, used to 
support its customers, bat 
now It is expanding that 
activity as part of a drive to 
improve its quality of 
service. 

It Is moving from only 
handling inbound calls to 
launching outbound 
operations from 
telemarketing centres for 
the first time, in order to 
take a more proactive 

relationship with its 
customers. 

“We did not have any 
competition in the past, 
now there is a lot of tt and 
we have to respond to it," 
says Craig Anderson, the 
manager of BTs 
computer-telephony 
integration unit, 

Six new telemarketing 

call centres are being set 
up around the UK to help 
BT keep in contact with its 
21m domestic and 6m 

business customers. 

Every domestic customer 
should get a call from BT 
once a quarter to check 
whether Its telephone 
servfoe has been 
satisfactory and inform 
him or her about any new 
deals or changes in prices. 

The call centre agents 
will promote BT*s “Family 
and Friends” discount 
scheme for regularly called 
numbers as well as BTs 
charge cards and other 
products and services. At 
the same time, the 
company will be promoting 
its premier service for 
high- volume users and 


are on the best tariffs for 
their type of use. 

This is seen as an 
important strategy in the 
struggle to repel the 
challenge of cable 
companies, which are 
stepping np their 
marketing in an effort to 
capture more telephony 
customers from BT. 

The new BT call centres 
are In Warrington, 
Glasgow, Belfast, Bristol, 
Newcastle-upon-Tyne and 
Doncaster. Four of them 
have been opened recently 
and the other two are 
expected to be opened 
before the end of the year, 
at a total cost of more than 
£100m. They will employ 
about 3,500 agents. 

The centres will use 
desktop applications such 
as call scripting and 
“screen popping” from 
Graham Technology, a 
Scottish software developer 
which moved into customer 
management systems in 
1994, and call distribution 
and predictive dialling 
systems from Davox 
Corporation, a US call 
centre systems supplier. 

fiaTt load tohmring and 
networking software has 
been supplied by Genesys, 
a US computer-telephony 
integration specialist. BT 
has also invested heavily in 
switching technology from 
Nortel, servers from Sun 
Mic r o syste ms and personal 
computers for its agents. 

Calls will be switched 
from one centre to another 
to avoid callers having to 
wait and to ensure that 
they are answered by the 
most a ppropr i ate available 
agent Most of the agents 
will work part-time 
- typically about 25 hours a 
week -and about half of 
them wfU be supplied by 
external agencies in order 
to give BT maximum 
flexibility in coping with 
unpredictable pwifa and 
troughs hi demund. 

At the same time, BT is 
also increasing its 


investment tn its existing 

Inbound call centres, of 
which there are dozens 
around the country, 
employing about 12^00 
agents. These handle ISO 
and 154 calls from domestic 
customers and businesses 
querying Mils and 
reporting faults, 100 calls 
to the operator and 192 
calls to directory Inquiries, 
as well as 151 and 182 calls 
for sales of equipment such 
as fax and phone-answering 
machines. 

The centres will be 
networked together using 
Genesys software to form a 

nationwide “virtual 1 * call 
centre, again transferring 
mile from one to awnthwir 
automatically to improve 
the service. Both projects 
are due to be completed in 
the next few mont hs. 

BT has invested £10m in 
software from Genesys, 
half of which will be used 
for BTs own mwiparign, the 
other half being re-sold to 
BTs corporate networking 
clients. BTs prospective US 
pa rtn er, MCI, has a 
minority shareholding in 

Genesys. 

“It’s always a battle to 
cope with the huge volume 
of calls, but people will be 
able to get through more 

easily and get their 

questions answered more 
quickly,” says Trevor 
Richer, BTs marketing 
manager for call centres. 
“We will never be a leader 
on {rice, but we will be a 
leader on service," he says. 

“It would be possible to 
improve service just by 
adding more agents to 
existing operations, hut 
that was the most 
expensive solution and not 
necessarily the most 
effective. 

“People represent about 
65 per cent of the cost of a 
can centre and if callers 
can't get through to them 
they are wasted. That is 
why getting the best 
technology is essential.** 



The Mathwh Group management co neutt ancya 450 s ea t co mna rtcsUons centre, based In Mfooo Kay nos , Is one of the most tocteiotoglcaHy adwmeed ■ 


contras ki Europe. Staff make or lake more than 250/100 calls each mouth on behalf of cBents who taw outsourced their operations. Merchants sanrteo 43 counties end 
have capabOKy in mate then 25 languages. Clients are from the financial services, technology, utiMes mid pharmaceuticals industries 

Wrestling with technology 


Setting up a call 
centre usually 
involves a series 
of diffi cult 
decisions 


T 


George Black! 


I he call centre market 
in Europe is growing 
at about 40 per emit a 
year, according to recent 
research by Datamonitor, as 
the cost of the technology 
falls. 

More and more organisa- 
tions are setting up call cen- 
tres to deal with their cus- 
tomers and win new 
business, but the technology 
involved is complex, imma- 
ture and often badly 
deployed. It typically com- 
prises a switching system, 
either private branch 
exchange (PBX) or auto- 
matic call distribution 



In-Depth Analysis On Worldwide Mobile Communications From 


FT MEDIA & TELECOMS 


DATA DISK 


Please tick for further information 

□ Mobile Communications Cellular Subscribers 1988-1997 

Monitor the growth of the global mobile industry with the complete cellular subscriber figures worldwide from 
1988 to 1997. This new FT Media & Telecoms disk will provide you with all the key facts and figures you need to 

forge a competitive advantage. 


MANAGEMENT REPORT 


Please tick for further information 

□ Mobile Equipment in Europe 

This new report is your essential guide to the booming cellular market in Europe. The wealth of market 
information, intelligence and forecasts will enable you to understand the current state of the national markets, 
assess die major regional trends and appraise the total market, proving vital for your business pl annin g. 


NEWSLETTERS 


Please tick for a sample copy 

O Asia Pacific Mobile Analyst 

With the Asia Pacific mobile market one of the fastest growing in tire world, how can you keep on lop of 
developments, exploit opportunities and gain a competitive edge? This new newsletter will provide you with 
authoritative, analytical coverage of the issues important to die success of your business. 

Q GSM Service Monitor 

The leading information source for die global digital mobile telecoms industry gives you in-depth, specialist 
coverage of this evolving technology. The accompanying Data Supplement provides vital statistics and forecasts, 
helping you identify market trends, seize the right opportunities and increase your company’s profitability. 

□ Mobile Communications 

This market leading newsletter is packed full of essential analysis and comment, offering you a competitive edge 
in the lucrative mobile market. Each issue features news on the growth of mobile communications markets 
worldwide, new products, services and technologies and regulatory developments. 


Name 


Job Tide 
Company 


Address 


Please send me info rm ati on on other pnbttcatk»s 
available in tbe following area: 

□ Telecoms G Cable & Satellite 

□ TV □ New Media 

Please return to: 

David Bentoo, FT Metfia A Telecoms, Maple House, 
149 Ibttenfaam Court Road, London W1P9LL 
Fax; 444 (9) 171 896 2235 
Phone: 444 (0) 171 8962388 
Emafi: dmUb@peursoo-pfox»n 


Telephone 

&nafl 


fax 


FT 


FINANCIAL TIMES 
Media de Telecoms 


For more information on all our titles visit our website: www.ftmedia.com 


(ACD); a client-server com- 
puter system; and a number 
of software applications stum 
as logging and routing, 
scripting, voice mail and 
interactive voice response 
(TVR). Computer-telephony 
Integration (CTI) is the jar- 
gon term for all this; how 
well computers and tele- 
phones are integrated is the 
key to success. 

A large volume of inbound 
calls can- be handled by 
directing each call to the ; 
next available agent and 
making all the relevant cal- 
ler information immediately 
available to that agent By 
avoiding the need for the 
customer to repeat his name* 
and address and the subject 
of his call, a lot of time can 
be saved and the customer 
will feel his Inquiry has been 
better handled. 

Outbound calls are 
speeded up by automatic or 
"predictive" dialling, con- 
necting the agent to the cus- 
tomer or prospect at the 
right moment 

Inbound and outbound 
operations can be conducted 
much more cost-effectively 
by a call centre than by tra- 
ditional channels if the tech- 
nology is properly applied. 

Some UK call centres, 
notably in financial services 
and the utilities, have been 
set up very well and have 
succeeded both in improving 
customer service and gain- 
ing market ' share. Many 
more, however, have not 
been thoroughly planned 
and have succeeded only in 

alienating callers. 

Call centre systems, being 
extremely complex, can 
rarely be bought off the 

qhalf. 

Organisations which 
intend to set up call centres 


will usually need to use die 
services of a systems Inte- 
grator to get the various 
components to work 
together. 

Setting up a call centre 
involves a series of difficult 
decisions: whether to out- 
source some or all of the 
functions; whether to opo> 
ate on a national or an inter- 
national basis; where to 
locate; and what systems to 
use. 

According to Nick Stratta, 
manager of telebusinese 
marketing for Cable and 
Wireless Communications , 
the UK network operator. 
"The hardest part of setting 
up a call ce n tre is to know 
what yon need it for.”. 

Users tend to plunge 
straight into the technology 
before they have analysed 
who they can and who eallg 
them and why, he says. 
“Once yon know what type 
of business you are in and 
what your needs will be, it la 
much easier to decide what 
sort of centre to set up.” 


B 


y choosing a suitable 
outsourcing partner 
or consultancy, it is 
possible to get help on same 
of foe other difficult issues. 
In the UK, the telecoms oper- 
ators and others wifi, help 
their clients to obtain a suit- 
able site, advise on the 
systems, manage the project, 
arrange the training and 
support the system in use. 

Outsourcing is a popular 
way of setting up a caH cen- 
tre, particularly for handling 
sudden surges in calls, for 
example in response to a 
television advertising cam- 
paign. This can allow the 
resources to be scaled up or 
down to deal with peaks and 
troughs in demand. 


The UK market for direct 
response television advertis- 
ing is growing but may be 
still not large enough to jus- 
tify a big investment in a 
local call centre. About 80 
per cent of responses to TV 
advertisements occur within 
about 10 minutes of the 
advertisement being shown, 
which can create a peak 
demand for 500 agents, foil- 
ing off to a dwmflnd for per- 
haps only five agents an 
hour later- 

One solution to this prob- 
lem is for peak-time 
responses to be switched to a 
can centre in the US, where 
the direct response televi- 
sion advertising market is 
much maze-developed. 

According to Don Ander- 
son, UK managing director 
for Matrixx Marketing, an 
outsourcing company which 
operates a service of this 
kind , the sharp &H in trans- 
atlantic call charges makes 
it very cost-effective to 
switch UK calls to US 
agents. 

Only 5-10 per cent of users 
outsource the operation of 
their call centres at present, 
but the proportion is grow- 
ing. TUs is partly because 
the technology is becoming 
more complex and tbe range 
of functions broader, so it is 
harder for users to manage 
themselves, and partly 
because users are deriding 
they would prefer to invest 
their capital In other things. 

■ Large companies have 
been improving their cost-ef- 
fectiveness by combining 
centres. 

Organisations which used 
to have 20-30 centres for 
their different departments 
have sometimes managed to 
reduce that number to half a 
dozen or even fewer, achiev- 


ing substantial savings. 

For smaller users, there 
has been less choice of tech- 
nology but it Is now growing 
significantly. Until recently 
most call centres have been 
operated by large organisa- 
tions dealing with large vol- 
umes of calls. For thee the 
systems are relatively expen- 
sive and time-consuming to 
set up. However, new 
cheaper systems based on 
personal - computers and 
Internet technology have 
begun to emerge. At the 
pam» time CTI standards are 
evolving and systems are 
becoming more tightly inte- 
grated. ■ 


T! 


hese developments are 
starting to bring the 
call centre within the 
range of small and medium- 
sized companies. Whereas a 
few years ago it was only 
cost-effective to set up a call 
centre for 100-200 agents, 
now systems are available 
which could effectively save 
as few as 20 agents. 

In Britain, many govern- 
ment departments and local 
authorities have imple- 
mented basic call centres, 
but usually without making 
full use of interactive voice 
response and other advanced 
applications. 

Paul Smith, research man- 
ager for the Kable consul- 
tancy which studies public 
sector systems, thinks that 
these organisations could 
make much bigger savings 
in handling their huge vol- 
umes of calls If they adopted 
more sophisticated technol- 
ogy. But he says many pub- 
lic sector organisations are 
still very reluctant to con- 
sider the telephone as a stan- 
dard way of dealing with 
their customers. 




Search for new services 


The telephone 
companies are 
keenly seeking 
ways of increasing 
traffic 

I n an increasingly com- 
petitive communications 
world, offering val- 
ue-added services is as 
important as providing value 
for money. 

As Teligent the privately- 
owned Swedish telecoms 
company puts it “With price 
no longer the key bargaining 
tool, telecoms and network 
operators are looking for 
new ways to differentiate 
their services. As a result, 
they have begun to look at 
ways of developing new 
products and services which 
can be brought to market 
quickly and cost-effectively 

in order to win customers, 
and retain existing ones." 

In the UK, telecoms de-reg- 
niatinn has meant that the 
number of operators has 
Increased dramatically ‘fro m 
the original BT, Mercury and 
a few mobile companies, to 
more than 300 fixed and 
mobile operators - all aim- 
ing to increase revenues by 
adding value to their ser- 
vices and by specialising in 
niche areas. 

Recent suggestions are 
that the UK telecoms market 
will rise in value from £18bn 
now to almost £30bn by the 
year 2005. trig gered in part 
by a host of innovative and 
value-added services. 
Although price and coverage 


will continue to be key fac- 
tors, other factors such as 
quality, customer care and 
value-added services will, 
apply. 

With telephone lines 
grossly under-used, the tele- 
cos are keenly seeking ways 
of increasing traffic. One 
method is to implement new 
digital billing syste m s which 
allow the operators to fine- 
tune existing terlffri and add 
new services— in particular, 
to handle, perhaps on the 
same bill, services providing 
a mix of voice, data, graph- 
ics and video. 

With a near 100 per emit 
digital network, BT already 
offers a raft of value-added 
services. These Indude Call 
Waiting (a rental product 
which alerts the user to tbe 
foot that & second caller is 
an the HneJ, Call Diversion 
(a rental product that allows 
the user to choose to have 
calls diverted), Three Way 
Calling (a rental product 
that, allows the user to speak 
to two other parties simulta- 
neously), C^Il Barring (for a 
rental, this allows users con- 
trol over a range of different 
barring options). Reminder 
Call (far a fee, tiie user can 
set the phone to act as an 
alarm clock). Call Return 
(which allows users who 
have a single line to find oat 
the number, time and date of 
the last incoming call - free), 
Caller Display (a rental prod- 
uct which allows the cus- 
tomer to see the number of 
the person calling before 
answering the phone and far 
which special e qui pment is 


required). Call Minder ( a 
rental product which pro- 
vides an answering service), 
and Ring Back (if the num- 
ber being called is engaged, 
then the system will ring 
back when free). 

T3ien there is the ubiqui- 
tous BT Family and Friends 
Value Plans which allow 
customers to select a variety 
of options. And BT is cur- 
rently developing Call Sign 
where two different ringing 
tones on a single line, each 
one associated with a spe- 
cific telephone number, 
helps users to identify cal- 
lers. High-speed internet, 
email and multimedia ser- 
vices will follow. Already in 
France, consumers can have 
a voice-fax added to their 

phrmp Brin 

Meanwhile, Deutsche Tele- 
kom is relying on custom- 
ised communications solu- 
tions to increase business. 
The company will be 
ex p and in g the tariff system 
in, order to target specific 
groups and to meet the 
needs of Individual users as 
well as speeding the pace of 
installing ISDN lines and 
ATM services. 

The use of advanced ser- 
vices is a powerful way for 
an Innovative operator to 
stand out from the crowd, 
says Pascal Debon, general 
manager of Nortel Networks. 
“When coverage stops being 
a differentiator, all operator 
want to secure their invest- 
ment an the basis of attrac- 
tive and creative new ser- 
vices rather than Just price. 
This is particularly true for 


new entrants whose cover- 
age is not superior to that of 
already established opera- 
tors." Nortel’s special fea- 
tures include Calling Name 
Display, Alternate tone Ser- 
vice, Virtual Private Net- 
work, Personal Number and 
Location Inquiry. 

Consultancy Serna Group 
believes Europe stni lags the 
US in terns of advanced val- 
ue-added services. Serna sees 
voice mail and messag ing as 
having the greatest revenue 
potential. And loo king fur- 
ther ahead to the next gener- 
ation of telephones. Soma 
expects the standard phone 
to act as an organiser and 
possibly double as a mobile 
phone as well as connecting 
to the Internet. 

Meanwhile. Cellnet, 
together with Mondex, is 
developing a mobile phone 
system which will allow elec- 
tronic cash to be securely 
transferred via digital 
mobile phones. 

Most authorities agree 
that interactive voice ser- 
vices offer fresh avenues of 
development. Telsis is pro- 
moting the merits of residen- 
tial audioconferencing and 
those of pre-paid card ser- 
vices. Also, videotelephony 
will be an added-vslue ser- 
vice in the not-too- distant 
future. 

The market will change 
tinder the rules of competi- 
tion and user demand, and 
network operators will have 
to keep pace. It is hkely to 
be a high-speed pace. 

The author is editor qf FT 
Payphone Report 
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Rise of the supercarrier alliances 


Supercarriers say 
they can cut costs 
and make the life 
of corporate 
telecoms easier 

S o-cailed telephone 
‘‘supercarrier" alli- 
ances are back with a 
bang - as was amply illus- 
trated by the recent manoeu- 
vrings to take control of 
MCI the second-largest US 
long-haul telecoms operator. 

Such alliances have been 
forming since the early 1990s 
as operators have tried to 
captu re the private network 
traffic of big-name interna- 
tional and multinational cor- 
porations. Potential custom- 
ers are encouraged to 
outsource the operation of 
their telecoms services and 
networks to the supercar- 
riers in an arrangement 
that, they are told, wOl save 
them money and allow them 
to concentrate on their core 
business activities. 

-Companies routinely out- 
source catering, building 
security and cleaning, runs 
the argument, so why not 
telecoms? Leaflets from com- 
panies such as Concert, 
Global One and AT&T-Uni- 
source would suggest that 
supercarrier alliances were 
marriages made in heaven. 
In fact, they are the product 
of a more earthly necessity. 

Following telecoms liberal- 
isation in many countries. 


incumbent operators are los- 
ing business and r e v enu es to 
new market entra nts. A tele- 
phone company such as BT 
may not yet have suffered 
grievously from the atten- 
tions of its now numerous 
competitors, but the situa- 
tion can only get. worse for 
the incumbent operators. 

As well as becoming much 
more efficient, established 
carriers are being forced to 
diversify iwtt? new market 
sectors. One of these is the 
provision of managed net- 
work services for high- 
spending business corpora- 
tions. And, given the drcoxn- 
stance that no individual 
telephone company has the 
financial clout or technical 
skills to enable it to provide 
a “soup-to-nuta" service in 
all parts of the globe, those 
wishing to prosper in this 
sector are obliged to move 
forward in harness with 
like-minded p ar tner s 

Virtual private network 
(VPN) technology can be an 
important element of the 
managed network and out- 
sourcing deal Using special 
software, the supercarrier is 
able to p a rtit ion its network 
in such a way that, while 
d iffer e n t users are actually 
sharing the common infra- 
structure, each is provided 
with the sort of facilities it 
would enjoy if it had exclu- 
sive access to a discrete, pri- 
vate network. A mare radi- 
cal step is to outsource the 
network wholesale, with the 


supercarrier planning. Imple- 
menting operating the 
network on a day-to-day 
basis. £u this case, the super- 
carrier sometimes buys the 
n etwork from, the corporate 
customer. VPNs and out- 
sourcing are seen to have 
substantial commercial 
potential. An estimate last 
year from Loudon-based con 
sultancy CIT Besearch said 
that the world's '500 largest 
multinational corporations 
were then spending about 
C5bn on such services. Jer- 
emy Preston, marketing 
director for Global One In. 
the US, says 8964m was - 
spent in 1996 on frame relay 
and managed data services 
in Europe. 

T he managed network 
and outsourced propo- 
sition has some 
undeniable, attractions for 
trig business. Lower cost is 
an obvious one. By consoli- 
dating truffle on the VPN, 
Operators are able to offer 
attractive discounts to corpo- 
rate users. Also, VPNs which 
are charged for an a usage 
basis are more economic 
than fixed-cost private net- 
works which are only used 
Intermittently. 

According to a 1997 Finan- 
cial Times Metf fa awfl Tele- 
coms report on VPNs in 
Europe: “Outsourcing is par- 
ticularly popular for corpo- 
rate telecommunications 
applications where operators 
that savings of 20-30 


per cot are possible when 
o rganisations share an oper- 
ator's backbone infrastruc- 
ture rather than operate 
expensive leased lines them- 
selves." 

Added to cost savings, the 
supercarriers say they can 
make the life of corporate 
telecoms easier by shoulder 
log the considerable techni- 
cal and regulatory burdens 
of building and operating 
complex cross-border tele- 
coms systems. Belated to 
this is the assumption of 
responsibility for new tech- 
nology and network 

“It*s very difficult to build 
and manage global net- 
works,': says Colin Spence, 
vice-president for commer- 
cial development at Concert 
Canmranications Services of 
the US. “What yon typically 
find is that most intemation- 
ally-actrve companies have a 
lot of capability in their 
home country but a great 
lack of resource outside of 
their country.*' 

Finally, the supercarrier 
promises a single point of 
responsibility for network 
provisioning, installation, 
service and billing, and 
access to a homogeneous' 
repertoire of service at all 
points In the network. “By 
coming to a managed service 
provider you're effectively 
allowing that provider to 
take all the pain," says Pres- 
ton. 

But not everything is the 


garden is rosy. Notwith- 
standing the market fore- 
casts being bandied about, 
some experts believe it is 
still a hard sell to persuade 
corporations to relinquish 
Control of such a vital part 
of their business process and 

that there is a definite Hmit 
to what proportion of the 
telecoms function they will 
be prepared to farm out 

I n Its 1997 survey of lead- 
ing European corpora- 
tions, French consul- 
tancy 1DATE observed: 
“Only 18 per cent o£ current 
users of global services fol- 
low a policy of maximum 
outsourcing of their tele- 
coms services, while 55 per 
cent say they have no wish 
to outsource systematically." 

Robin Duke-Woolley, a 
consultant with UK special- 
ist telecoms consultancy 
Schema, says "What I think 
is going to happen is that 
the major outsourcing con- 
tractors will tend to be sys- 
tem integrators or major IT 
companies, and they will 
contract out the communica- 
tions part to a telecommuni- 
cations company. 1 * Mean- 
while, other than at an 
elementary level, current 
f.iafrns concerning the provi- 
sion of universal services 
across an international net- 
work can be questioned. 

“At the moment, none of 
the so-called supercarriers is 
in a situation where they 
could give you the sane ser- 


vice with full transparency 
anywhere in the world 
except for simple bearer or 
transport services,'’ says 
Joseph Cornu, president of 
Alcatel Telecom. "Most of 
the supercarriers are in very 
early discussions about the 
kind of global solutions they 
are going to apply. It proba- 
bly will take a new genera- 
tion of network before they 
can provide those solutions.” 
And the supercarriers do not 
have the outsourcing oppor- 
tunity to themselves. 
Ranged against them are 
longer established enter- 
prises, some service-sector 
specific, and a number spe- 
cific to Industries such as 
banking, finance and trans- 
port. One example is Equant 
which operates in 225 coun- 
tries and territories and 
claims to own the world’s 
largest international busi- 
ness data and service net- 
work. 

The biggest puzzle, 
though, is how the supercar- 
rier alliances and their com- 
petitors will differentiate 
their services, because on 
paper, all of them look very 
similar. Spence says Concert 
is at the front of the field 
due to its earlier start, the 
equity structure ■ aTritm g its 
partners and close partner 
relationships in 44 countries, 
and coverage in 50 countries. 

The author is senior technol- 
ogy editor of Global Tele- 
phony Magazine 
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Using specialised GSM 
communications software, 
paperwork has been 
reduced, and where work is 
. chargeable, payment is 
mostly processed on site. 

"Engineers are now being 
issued with work more 
quickly since data transmis- 
sion timgs are several time* 
faster than achieved over 
the old FMR networks,” 
says Cathy Siddle, IS archi- 
tecture and GSM project 
manager, British Gas Ser- 
vices. 


CASE STUDY 


Varig and Sita-IBM 


Airline deal 
takes off 
successfully 


In the middle of last year, 
Brazilian passenger and 
cargo airline Varig, an 
enterprise with more than 
70,000 employees 
worldwide and a 1997 
turnover predicted to be 
$3.6bn, selected a 
consortium of Sita, a 
global network used 
by the travel 
industry, and IBM Global 
Services to manage its 
national voice and data 
networks and IT 
requirements. 

The airline, which 
carried 10m passengers In 
1996, was running one of 
Brazil’s largest private 
data networks supporting 
some 3,000 sales and 
distribution points, and a 
10,000-line telephone 
network. 

It had been rising the 
services of Sita for its 
international network 
requirements for 
40 years. So why outsource 
the rest? 

According to Jose Carlos 
Martinez Sabate, Varig 
chief information officer, 
there was a 

need to concentrate on core 
business activities. 

Related to this was the 
cost and time required to 
ensure that the corporate 
telecoms and 

IT systems were optimised 
to support these core 
activities. 

"One of the main reasons 
for the decision was the 
constant need to invest in 
the update of our 
telecommunications 
in frastr u cture and IT 
systems,” says Mr Sabate. 

‘And, of course, we 
expected to make a cost 
reduction on day-to-day 
operations.” 

Hie deal covers virtually 
all aspects of Vang's 
telecoms and IT functions, 
including responsibility for 
network management and 
availability, help-desk 


support, data processing, 
data centre operations, 
applications development 
and maintenance. 

The Sita-IBM team also 
handles relationship s with 
telecoms operators In 
Brazil. 

There are presently 
about 20 of these with 
more on the way after a 
new round of liberalisation 
has taken place. 

However, Sabate thinks 
it is important that a 

Company "Mlnfalm 

the competence to define 
what It needs from the 
managed network 
provider, and the airline 
does this. 

Varig did find that the 
outsourcing partnership 
was unable to 
accommodate Its 
requirements for radio 
systems linking ground 
and aircraft, but Sabate 
acknowledges that this 
is a very specialised 
business, especially 
because the orientation 
of these systems Is 
currently changing from 
analogue voice to digital 
data. 

Varig says Its 
outsourcing deni works 
well and Sabate offers 
companies considering the 
o uts o ur cing option two 
pieces of advice. 

First, since telecoms and 
IT functions are often 
critical, yon need fall 
commitment to it and the 
decision to take that route 
should be taken by the 
executive board of the 
enterprise, or a 
representative committee. 

Second, once the decision 
has been taken, it is vital 
that the request far 
proposals from the service 
provider is framed in such 
a way as to accurately 
represent the expectations 
of the user. 

John Williamson 
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PRIVATISATION • By Christopher Price 


Flotations still lure investors despite mixed results 


In spite of varied 
stock market 
performances, 
sell-offs remain 
popular 

M illions of investors 
in Australia. Italy, 
Portugal and 
France have been flocking to 
subscribe to the flotations of 
their former national tele- 
communications operators 
In recent weeks. 

The public offering for 
Telecom Italia, which is the 
largest single privatisation 
carried out in Europe, 
attracted more than 2m 
potential Investors and was 
four times subscribed. 

It was a s imilar story in 
Australia, where an esti- 
mated IL5m people applied to 
take part in the A$42bn part- 
privatisation of Telstra. 

In France, the sell-off of 


France T616com attracted 
almost 4m individual inves- 
tors. while the demand from 
institutional investors was 
20 times greater than supply. 
Demand from Portuguese 
investors for shares in Portu- 
gal Telecom outstripped sup- 
ply by 14 times. 

While some investors will 
have undoubtedly been 
attracted by the prospect of 
making quick profits from 
the sale of their investments, 
many others - in particular 
institutional investors - will 
be hoping for more longer- 
term returns. 

However, the performance 
of previously privatised tele- 
coms groups has produced 
very mixed stock market 
performances and analysts 
warn that the fortunes of 
this aut umn ’s offerings - al- 
though only Telstra and 
France Telecom will be new 
listings - are likely to be as 
varied. 


Research by ABN Amro 

fioare Govett, published this 

summer, shows huge differ- 
ences in the share price per- 
formances of privatised and 
part-privatised telecoms 
groups. 

British Telecommunica- 
tions. for example, the for- 
mer US national carrier 
which was privatised in 1384, 
has underperformed the UK 
stock market by 26 per cent 
over the past five years. 

The performance of Tele- 
com Italia, where the gov- 
ernment has just sold its 
final 45 per cent bolding, 
makes the clamour by inves- 
tors look more understand- 
able - its shares have risen 
more than threefold against 
the Italian market since 
1992. 

Likewise, Portugal Tele- 
com shares have outper- 
formed the Lisbon market by 
25 per cent since its part-pri- 
vatisation a year ago. 


Shareholders in Telefonica 
also have reason to cele- 
brate; shares zn the Spanish 
telecoms group outperform- 
ing the Madrid bourse by 73 
per cent in the past five 
years. 

More recent flotations 
appear to have fared less 
welL KPN, the Dutch opera- 
tor. has seen its shares 
underperform the Amster- 
dam market by 18 per cent 
since 1994. Tele Danmark, 
the former Danish national 
carrier, has lagged the mar- 
ket by 32 per cent in the 

same period. 

The conclusion to this 
mixed performance is that 
despite some consistent 
trends in the telecoms sec- 
tor, the individual compa- 
nies' circumstances can vary 
enormously. 

Thus, in the case of BT, 
the UK group has been per- 
ceived as a defensive stock 
at a time when investors 


have been seeking high- 
growth targets. Part of this 
perception is based on the 
fact that the company's rela- 
tive longevity as a listed 
company has meant it has 
been through its Initial 
period of cost-cutting, while 
entry into new markets is 
seen as producing returns in 
the longer term. 

Telecom Italia, on the 
other hand, has been per- 
ceived as having better 
growth prospects because of 
the limited competition 
allowed until now in its 
domestic market. It is also 
considered ripe for rational- 
isation. 

KPN and Tele Danmark 
are seen as suffering .from 
fears over competition, while 
at the same time having lim- 
ited growth potential. 
Indeed, Tele Danmark’s poor 
stock market performance 
was one of the reasons for 
the Danish government’s 


decision last month to sell a 
40 per cent stake in the for- 
mer national carrier to 
Amerltech of the US for 

$3.1bn_ 

What, therefore, is the 
market's view of the two 
companies which will he 
wholly new to their respec- 
tive stock markets this 
autumn, namely Telstra and 
France T616com? 

In the ease of the Austra- 
lian group, analysts are 
largely positive. Limited 
competition in the domestic 
market has been in place for 
five years which ha d the 
effect of sharpening Telstra's 
commercial outlook. 

Nevertheless, Telstra, like 
most former national opera- 
tors, has suffered market 
share losses in the two areas 
under attack Erom rivals, 
namely international calls 
and the lon g - distan ce rails 

market 

It currently has 69 per cent 


and 81 per cent respectively 
of these two markets, which 
brokers forecast will decline 
to 52 per cent and 66 per cent 
by 2002. 

However, in other areas of 
fixed telephony. Telstra 
remains dominant It also 
has a strong position in the 
cellular market, although 
new licences are to be 
granted shortly. 

Telstra is also pinning 
much hope on its alliances. 
It has joined the WorldPart- 
ners global telecoms consor- 
tium and made significant 
investments in joint ven- 
tures in the pacific rim 
countries. 

Tough challenges remain, 
however, not least in con- 
tinuing to bring a more com- 
mercial culture to the group. 
As part of this refocusing. 
Telstra plans to shed 22,000 
of its 70.000 employees over 
the next three years. 

Opinion on the outlook for 


France Telecom shares is 
also largely favourable. 

The group has a healthy 
record on efficiency mea- 
sures such as lines per 
employee and number of 
employees. 

Analysts are also positive 
on the group's high penetra- 
tion and digital network, 
which they say suggests that 
future expenditure can be 
geared towards expanding 
service ranges and increas- 
ing line usage. 

CegeteL the Gdirirala dcs 
Eaux subsidiary, is expected 
to emerge as the main 
domestic rival across a wide 
range of telecoms services. 
Competition in the mobile 
phone market is already 
under way. with France 
Telecom pitted against the 
respective telecoms arms oT 
Gdnferale des Eaux. the 
diversified utilities company, 
and Bouygues, the construc- 
tion group. 


LIBERALISATION • By Christopher Price 


CABLE TELEVISION • By Andrew Emmerson 


New Year deadline Fresh mergers are inevitable 

is largely symbolic 


The time limit 
will be something 
the industry 
notes rather 
than adheres to 

T he looming January 1 
1996 deadline for the 
liberalisation of tele- 
communications in the Euro- 
pean Union may strike the 
casual observer as a little 
odd. 

Have not some countries, 
such as Britain and Den- 
mark, had largely free and 
accessible markets 

for a number of years? At 
the same time, do not others, 
such as Portugal, intend to 
keep the barriers up until 
well into the next century? 

Meanwhile, many other 
EU national telecoms opera- 
tors appear to be involved in 
a frenzy of privatisations 
and strategic deal-making, 
which again make the forth- 
coming date look irrelevant 
The truth Is that the dead- 
line is largely symbolic, but 
serves to remind EU govern- 
ments of the intent rather 
than any sort of finality, of 
Brussels' free market policy. 

“Important segments of 
the industry like data, cellu- 
lar and the sale of terminal 
equipment have been liberal- 
ised for some time,’’ says 
Salomon Brothers, the US- 
owned investment bank. 

“Thus although January 1 
is an important date, it is 
unlikely to mark an over- 
night revolution in industry 
dynamics. Rather, the com- 
petitive market will continue 
to evolve, albeit with greater 
urgency than in the past" 

It believes the most imme- 
diate pressure will be felt on 
operators' international and 
domestic long-distance calls. 
This has been a trend for 
some time, with pressure 
being exerted in particular 
by aggressive north Ameri- 
can operators. 

However, with the liberal- 
isation issue coming more to 
the fore, analysts believe 
that many European opera- 
tors, particularly those new- 
ly-privatised ones, will 
become more pro-active in 
reducing prices. 

The emphasis will con- 
tinue to be on international 
calls, with the domestic mar- 
ket being affected more grad- 
ually as the market is 
opened up to competition. 

Scandinavia and the UK 
are already witnessing some- 
thing of a domestic price war 
between established and new 
operators. 

France, Spain, Italy, the 
Netherlands and Germany, 
which are among those to 
have recently privatised 


their national operators, are 
likely to undergo a similar 
experience, particularly in 
the long-distance market. 

The long-term decline in 
revenues for national opera- 
tors is something all com- 
mentators agree on. Salomon 
Brothers estimates that 
increased traffic as a result 
of tariff falls for national 
operators will make up only 
between a quarter and half 
of the subsequent decline in 
revenues. 

The broker concludes: 
The introduction of new 
services, the growth of addi- 
tional lines and a buoyant 
business market are crucial 
to the outlook for fixed line 
revenues." 

This has already been seen 
in the activities of British 
Telecommunications, the 
former national operator In 
the UK, which was priva- 
tised in 1984. It has pursued 
an aggressive strategy of 
seeking new revenue 
streams. 

These have included tak- 
ing a 50 per cent stake in 
Cellnet one of the UK's four 
mobile operators, and devel- 
oping new services such as 
ISDN, data management and 
internet access. At the same 
time, it has also pursued 
deals with other telecoms 
groups in an attempt to form 
a global telecoms alliance. 

Despite not having as 
openly competitive markets 
as the UK, other European 
operators have also begun 
manoeuvring themselves in 
anticipation of the chang ing 
shape of the international 
market 

G ermany, Europe’s 
largest telecoms mar- 
ket. has spawned 
three rival groupings to 
Deutsche Telekom, the 
newly privatised national 
operator. These include Man- 
nesmann Arcor, owned by 
Deutsche Bahn, the German 
railway operator and a con- 
sortium led by Maxmesmann. 

O.tel.o, a joint venture 
between Veba and RWE, two 
large industrial conglomer- 
ates, and Viag Interkom. an 
alliance of the industrial 
group Viag with BT, are the 
two others. 

RWE, however, had earlier 
in the year been expected to 
join the Viag consortium. Its 
defection to Veba, which had 
an alliance with Cable and 
Wireless, was followed a few 
months later by the UK com- 
pany pulling out of the part- 
nership altogether. 

There was drama else- 
where as Telefonica, Spain’s 
privatised national carrier, 
decided to abandon Uni- 
source. a European alliance 


it shared with KPN, the 
Netherlands operator, PTT 
Switzerland and Telia of 
Sweden, in favour of Con- 
cert the global alliance of 
BT and MCI of the US. 

Falling prices, declining 
market share and the pres- 
sure to find new sources of 
revenues and cement alli- 
ances. may make the outlook 
for the former PTTs look 

realign ging . 

However, they also have 
several strengths, which 
some analysts believe will 
cushion them against the 
onset of competition. 

Not least of these is their 
position as the dominant 
suppliers of fixed-line ser- 
vices. 

A nalysts predict that 
the former national 
operators will promote 
a range of services to cus- 
tomers under the conve- 
nience of one bill, which 
could include a variety of 
discounts and special offers. 

This would make it diffi- 
cult for new entrants to dis- 
entangle customers from 
their existing operator. 

Salomon Brothers also 
suggests that customer Infor- 
mation and data manage- 
ment will develop into an 
important element of future 
profitability for the former 
PTTs. 

The broker points out that 
14 per cent of Deutsche Tele- 
kom's residential customers 
generate half of residential 
revenues. “Telephone com- 
panies need to know who 
their profitable customers 
are and make sure they 
make every effort to hold on 
to them." 

This has not been lost on 
some operators. Telefonica is 
planning to spend $2.5bn 
over the next five years on 
information, management 
and operations systems. 

Thus, despite the chal- 
lenges posed by competition, 
the existing and former 
national operators do have 
some significant advantages 
to exploit their position and 
brand. There will also be 
large scope to cut costs. 

Finally, there are regula- 
tory issues to be considered. 
Different countries have 
Installed different regimes to 
govern the opening or their 
telecoms markets and these 
mil have a bearing on how 
rapidly competition evolves. 

Likewise, the attitude of 
Brussels to how rapidly 
member states move to liber- 
alise will also be of impor- 
tance. Given the flexible atti- 
tude displayed so far. the 
forthcoming deadline will be 
something the industry* 
notes rather than adheres to. 


Is consolidation 
likely to provide 
the success which 
so far has eluded 
the industry? 

S ometimes progress is 
hard to define. Fifteen 
years ago, Britain had 
1.5m cable television sub- 
scribers ; today the figure is 
2.1m (ITC figures) -not a 
significant increase com- 
pared to, say, the 3.83m 
homes equipped with satel- 
lite dishes (GfK Home 
Audit). 

rt is a strange paradox for 
the country which according 
to some claimants actually 
invented cable television, 
but not entirely surprising, 
given the excellent quality erf 
reception for terrestrial tele- 
vision. 

Whereas other countries 
have used cable to compen- 
sate for patchy over-the-air 
reception, in most parts of 
Britain there was no need, 
setting the cable networks a 
far tougher challenge to 
become established. 

Probably nothing now 
remains of the cable systems 
in use back in 1982 and the 
transformation and recon- 
struction of those techni- 
cally obsolete networks 
reflects considerable credit 
on the parties concerned, 
even if we do not quite have 
the nation-wide cable con- 


nectivity for which the gov- 
ernment was poshing for so 
enthusiastically back in 
198263. 

Contrary to investors' 
expectations, cable televi- 
sion has not been a money 
spinner to date and it may 
well be that it is only tele- 
phony revenues which are 
keeping the cable companies 
afloat Telewest, for exam- 
ple, has reported in its 
annual reports that the mar- 
gin it makes on telephony is 

much hi gtiw fhan that on 
television. 

Even more revealing, an 
executive of Nynex conceded 
last year at a Department of 
Trade and Industry meeting 
that had his company five 
years ago been able to fore- 
see the severity of regula- 
tory price restraints, they 
would never have invested 
In the UK at all- 

Cable is in a pretty unenv- 
iable situation. For televi- 
sion entertainment it offers 
only a small subset of the 
much larger bouquet of 
channels available on satel- 
lite at around the same 
prices, frequently with 
poorer picture and sound 
quality. 

On telephony, too, its ini- 
tial cut-price attraction has 
been eroded by resellers of 
cheap long-distance and 
international calls (such as 
First Telecom) and in some 
areas also by Ionica's radio 
links, while even BT has 


scored some success with its 
win-back campaign and 
aggressive marketing of 
Friends and Family dis- 
counts. 

The cable industry now 
faces the massive cost of re- 
engineering its networks for 
digital television and install- 
ing new digital set-top boxes 
in every home served. The 
companies are also being 
squeezed on the costs they 
must pay to carry BSkyB’s 
satellite channels, while 
simultaneously resisting the 
pressure to increase sub- 
scription fees. 

Cable customers have no 
investment in their set-up 
(unlike dish owners) and 
would balk at significant 
price increases, whereas sat- 
ellite viewers are presum- 
ably more committed and 
would more likely pay 
higher fees. 


rumours also suggest that 
Telewest and NTL have been 
In talks for some while, so 
there may soon be only 
eight. 

Further consolidation is 
inevitable; one cable indus- 
try executive has said be can 
see just .three or four leading 
operations countrywide 
probably within 18 months, 
while another concedes that 
consolidation has already 
happened faster than most . opposition from digital sat el 


dard in new homes. He also 
feels that if cable companies 
are ready for the new addi- 
tional digital channels next 
year, there will be less incen- 
tive for people to buy expen- 
sive new digital satellite 
systems. 

I he industry will have 
to act fast, however. 
For entertainment 
delivery, cable faces strong 


G 


eneral Cable has 
even stated that it 
makes a loss on 
BSkyB’s current tains and 
cannot afford to sell 
multi-channel television 
unless the subscriber also 
takes its telephone service as 
well 

Faced with these pres- 
sures, it is little wonder that 
cable operators have been 
forced to merge in order to 
survive. From 17 multiple 
systems operators (MSOsl in 
1995 and 12 last year, there 
are now nine left industry 


people expected. 

He adds: “Our industry 
has already matured signifi- 
cantly; we're achieving 
closer cooperation with fre- 
quent industry association 
meetings in which we share 
best practices and discuss 
the experience of our fail- 
ures openly. This is a very 
entrepreneurial business 
with each operator trying to 
find out what is best for its 
customers but by working 
together we can achieve 
much, much more." 

This- optimism is wide- 
spread across the industry. 
Steve Powers, spokesman for 
the Cable Communications 
Association, says: 

“The future of cable is a 
lot brighter than many 
people imagine," and it adds 
that because the purchasing 
power for entertainment 
tended to lie with people 
with a younger outlook, the 
take-up of cable television 
would be increased when 
they found it fitted as stan- 


lite and digital terrestrial 
television, which according 
to a new report issued by 
media analysts Ovum, “will 
under mine demand for cable 
services and lead to a 
decline in the number of 
subscribers.” 

Cable companies will have 
to accept that their original 
unique selling points of 
multi-channel television and 
in some cases, better picture 
quality, are unique no more. 
Instead, they must concen- 
trate on areas where they 
may hold a competitive edge, 
such as in lower-cost tele- 
coms, Interactive services 
and high-speed internet 
access. 

They will also need to 
rekindle media interest, 
which in the UK at least, has 
gone off the boil, ironically 
at a time when the cable 
industry is regrouping to 
face new challenges. 

The next 12 months will 
show whether cable is up to 
them. 


DKSilTAL TELEVISION #_By Andrew Emprierson 


New technology holds the key 


Digital television represents the next 
frontier for competition between 
telecoms companies. But can they 
make money from it? 


O n the face of it, the 
connection between 
television and the 
telephone is not an obvious 
one. 

Television is a one-way 
broadcast entertainment *md 
information medium while 
telephones provide 
one-to-one communications 
of a more focused and per- 
sonal kind, and the ways in 
which each medium gener- 
ates revenue vary fundamen- 
tally. 

In short, the synergy is by 
no means immediately 
apparent Yet phone compa- 
nies (telcos) the world over 
want to break into broadcast 
distribution, delivering tele- 
vision and a host of new 
“almost TV" -type services 
digitally over existing tele- 
phone lines. 

New technology and 
opportunities now hold the 
key to a total restructuring 
of programme delivery, with 


classic broadcast methods 
losing their dominant posi- 
tion to new media based on 
landlines. 

Traditional restraints on 
growth are disappearing too, 
according to intaamational 
media analysts Ovum. A 
recently published white: 
paper of theirs entitled Digi- 
tal Television - Digital Broad- 
casting: The Final Conver- 
gence predicts new 
competitive challenges for 
carriers and distributors, 
with dear opportunities for 
phone companies. 

According to the report: 
“Televirion service providers 
will disband, offloading Hhwt 
network Infrastructure - to 
the telcos and merging their 
content distribution 
operations, while telcos will 
become focused providers of 
carriage over terrestrial 
wireless and satellite infra- 
structure." 

At the same time; it con~ 
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tinues. the traditional eco- 
nomics and structure of the 
broadcast entertainment 
business are changing, 
resulting in an Increasingly 
fragmented market compet- 
ing for share and advertising 
revenues. 

Vertical integration will 
no longer provide large oper- 
ators with a dominant posi- 
tion and winning strategies 
for new entrants will centre 
on identifying new market 
niches and forming alli- 
ances. 

The signs may be clear 
enough, although identifying 
profitable formulae is 
harder. This is not holding 
back creativity, however, 
and the immediate thrust of 
new endeavour is in the 
interactive direction. 

Cable & Wireless Commu- 
nications, with interests in 
telecoms and in cable televi- 
sion , has launched its TV 
Interactive Channel, and 
together with Virgin Records 
has co-produced three inter- 
active music programmes. 

T hese will translate 
directly to digital 
interactive with the 
launch of digital cable TV 
next year. The hour-long 
pilots,- first broadcast on 
cable in October, give an 
insight into the scope of digi- 
tal interactive programming 
with the potential for direct 
links between the TV and 
the internet 

Mother, Car more ambi- 
tious, attempt to tap Into 
telecoms revenues from 
interactive television is Brit- 
ish Interactive Broadcasting, 
a grand alliance of BT, 
BSkyB, Matsushita and oth- 
ers. 

Of all the potential deliv- 
ery mechanisms for digital 
Interactive services, the cho- 
sen marriage of satellite 
delivery and telephone tine 
return path is well-chosen 
and while the market for 
such services is as yet 
unproven, at least the finan- 
cial risk Is carefully shared 
and BT and BSkyB, as 
shrewd and successful opera- 
tors in their own fields, both 
bring valuable talents and 


expertise. But exactly how 
will telecoms companies 
make money from televi- 
sion? Potentially there are 
three means: 

• Existing operators with 
both cable and telecoms 
interests (such as the UK 
cable companies) can make 
additional revenue from 
interactive services and from 
new “narrowcast” channels 
offering niche-market pro- 
grammes to special interest 
groups. 

As the internet expands 
and spawns new “webcast- 
ing" channels, we can expect 
to see phone lines carrying a 
form of hybrid - in forms firm 
medium, not attempting to 
provide the same look and 
feel of "real television" but 
significantly more en gag in g 
than the static or animated 
world wide web pages we are 
fenrihar with today. 

• Secondly, telcos such as 
BT can profit not jtust by 
participating in interactive 
television consortia but also 
by providing- along a con- 
ventional telephone line 
- the interactive mechanism 
that allows users to control 
what they see on their 
screens, take part in compe- 
titions and, it is hoped, 
respond to advertising 


Known as the “wireline 
return path", this telephone- 
television link-up will pro- 
vide the vital interactive ele- 
ment for viewers not con- 
nected to cable TV and who 
will receive interactive trie- 
vision by terrestrial and sat- 
ellite means. 

• A third, long-established 
revenue source for telcos 
and one which Is set to 
expand significantly, is dis- 
tribution. . 

This synergy between tele- 
vision and telecoms goes 
back a long way, to the mid- 
1930s in fact when. the UK 
government determined that 
the BBC's new electronic 
television service should not 
become Involved with exter- 
nal cable l inks but instead 
rely on the tdecoxnmunica- 
tions branch of the Post 
Office (as it then was). 

This precedent was fol- 


lowed in the US, in Europe 
and elsewhere around the 
world. Today, telcos - both 
state-owned and privatis- 
ed - derive important reve- 
nue from transporting televi- 
sion programmes from 
producers to broadcasters 
and from studio to transmit- 
ter. 

W ith broadcasters 
devolving pro- 
gramme production 
increasingly to third parties, 
the transportation or “car- 
riage” of television pro- 
grammes can only flourish 
further. 

Identifying profit mecha- 
nisms is one. thing -, actually 
turning all these potential 
income sources into hard 
cash is another. 

The Ovum report warns 
that both telcos and cable 
companies will have to 
reconsider their market 
development strategies. 

Early aspirations that 
broadband interactive ser- 
vices would generate the 
new income necessary for 
expanding revenue have not 
been fulfilled, it says. 

The cost of the network 
upgrades necessary have led 
many telcos to postpone 
Investment decisions. 

Competitive pressure from 
digital broadcasting, the 
paper continues, will further 
reduce the telcos’ prospec- 
tive return in investment 
from interactive services and 
will greatly reduce the case 
for broadband Investment 
Fortunately XDSL and 
other new digital delivery 
mechanisms are showing 
great promise to deliver 
acceptable pictures over nor- 
mal telephone lines, obviat- 
ing any need to lay new opti- 
cal cables. 

It is the consumers who 
w£Q deliver the final verdict; 
high technology, big budgets 
anti grand plans cannot 
alone guarantee profitability 
in what Andy Grove, rhiof 
executive of Intel Corpora- 
tion, engagingly calls “the 
war for eyeballs". 

Where success is con- 
cerned. truly the eyes have 
it 
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Growing number of Empires prepare to strike back 
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If you want to 
boost your access 
eed, fresh 
tematives are 
on the way 

W hen yon began 
surfing the internet 
you used an anal- 
ogue dial-up modem to 
access text, progressed 
through 14.4Kbps to 
28Mbps and now, even with 
33.6Kbps, you ash what is 
next to speed up multimedia 
applications. 

Or perh ap s you now find 
the Internet an integral part 
of business and have de cid e d 
that it is time the office took 
access seriously. Your choice 
relates to what you actually 
want to do, how much you 
are willing to pay, and cru- 
cially, what is actually avail- 
able now in your area. 

The latest asymmetric 
analogue dial-up modems 
now reach speeds of 56Kbps 
downstream and 33.6Kbps 
return path, so if you are not 
planning to send large 
graphic or multimedia files, 
asymmetric architectures 
are quite suitable. 

But ISDN (integrated ser- 
vices digital network) lines 
can offer 64Kbps, or d o ubl ed 
for a dedicated 128Kbps line, 
and are presently being 
heavily promoted by the 
tele phone companies. 

ISDN is already the most 
popular access route for 
small businesses, and com- 
panies such as internet 
office solutions supplier Net- 
work Alchemy are Anther 
enhancing ISDN functional- 
ity With products enabling it 
to serve as a PBX, Offer voice 
IP (Internet Protocol), and 
firewalls, and integrate voice 
and data offerings. The 
downside is that ISDN is 
marketed as a business ser- 
vice and is priced accord- 
ingly. 

For heavy users - more 
than 4% hours a day spread 
over multiple machines - a 
better option is to get a 
leased line, copper or fibre, 
from the local telco allowing 
100 per cent avafiabihty for a 
fixed monthly fee. Capacities 


-speed options SSSS?*?” 0 

i Jl internet: many are 

already cashing in 


range in multiples of 64Kbps 
up to 2Mbps (an El line) 
then 10Mbps. Over LSMbps 
and you are in the realm of 
delivering real-time video. 

Leased lines offer as many 
addresses as required, and 
allow companies to put their 
web server on site-vital if 
you want to offer services 
from your web site that inte- 
grate with your database. 
This is the true corporate 
route for extensive internet 
use. 

Over 1.5Mbps and the 
cable an d telephone compa- 
nies win be competing for 
your business next year, 
cable flaunting the - band- 
width of fibre cqrticHwaxial 
cable networks using cable 
modems, and the telcos 
squeezing extra bandwidth 
out of their copper ne t wor k s 
using Digital Subscriber 
Line (DSL) compression 
technologies, grouped as 
xDSL. The most widespread 
is Asymmetric Digital Sub- 
scriber Line (ADSL) which 
achieves L5 Mbps to 8Mbps, 
with .upstream rates- of 
16Kbps to 640 Kbps. 

A telco alternative to 
broadband technologies is 
switched digital broadband 
as part of a m igr at ory path 
to add data later video 
services, intended to provide 
bandwidth on demand. 

Some cable TV companies 
expect to deliver cable 
modems next year, typically 
offering 3Mbps to 10Mbps 
downstream, but there are 
wide variations, with sym- 
metrical TnodoTa fnr h rorinam 
users who do want to send 
very large files, including 
video. 

US cable modem manufac- 
turer Terayon reports live 
cable modem systems ach- 
ieving 14Mbps each way. 
New Media Communica- 
tions, another cable modem 
maker, is introducing a 
54Mbps do w n st ream model, 
and Cam21 of the US is offer- 
ing a segmented service to 
allow varied pricing for var- 
ied bandwidth. Again, all 
provide constant access with 
no dial-up for a monthly fee. 

Dick Day, corporate 
vice-president of Motorola 


Multimedia Group, says that 
bis company's cable modem 
shipments show the US 
industry is on course for 
100.000 US unit sales this 
year, expected to double 
next year. 

High-speed wireless inter- 
net access is to be offered by 
UK cable operator BurobeD 
using MVDS (two-way wire- 
less broadband) with data 
delivered at 2Mbps. 

In Europe, Hughe* Olivetti 
TeOccrm's DtrectPC Competes 
with Entelsat and Conuiefs 
service using 60cm antenna 
reception. A satellite PC 
card from ComStream claims 
downstream reception of 
45Mbps. And BSkyB is team- 
ing up with BT in British 
Interactive Broadcasting to 
provide a service prior to 
ADSL roll-out, and BUI 
Gates of Microsoft has a 
share in the global ambi- 
tions of Teledesic’s planned 
low-level satellite internet 
delivery system. 

Remote access to the inter- 
net is possible an a digital 
mobile phone. The Nokia 
9000 Communicator via 
Orange uses dial-up but con- 
nects in eight seconds rather 
than 45 seconds for earlier 
versions. Digital mobiles 
such as the Psion 5 provide 
internet access at 9.6Kbps 
- enough to see your e-mail 
and do low-level world wide 
web browning. 

However, basic internet 
access for the majority is 
Kkfily to arrive via the TV, 
with easy-to-use services 
geared to the poor and nov- 
ice surfer - and consequently 
there win be a big software 
battle for this market Com- 
petitors range from Micro- 
soft’s proprietary WebTV to 
Source Media’s Interactive 

fjhflnnd- 

General Cable is testing 
TV Internet access in four 
UK cities next year and 
Ovum research suggests that 
the TV will win the mass 
r flarfcrt rather than the net 
computer, a cut-down PC or 
TV set-top with functionality 
on the network. 

The author is the editor of 
Cable magazine, published by 
FT Telecoms . 


U ntil relatively recently, 
established telecoms opera- 
tors around the world tended 
to try and ignore the internet view- 
ing it as technology largely of inter- 
est to the academic, research and 
hobbyist communities. Today, these 
operators simply can not Ignore the 
internet as it begins to eat ever 
larger mouthfuls of what many tel- 
cos consider to be their birthright 
businesses. 

It is not that the internet has as 
yet reached a size to dwarf the pub- 
lic switched telephone network 
(PSTN). According to figures 
recently released by the Interna- 
tional Telecommunications Union 
(ITU), at the end of 1996 the number 
of internet users stood at 60m - still 
some way behind the 74im tele- 
phone tines in use at that 
But compound annual growth - 
rates (CAGRs) tell a different story. 
Between 1991 and 1996, says the ITU, 
the CAGE for main telephone lines 
was &3 per cent which is forecast to 
drop to &2 par cent In the period 
1995 to 200L 

In sharp contrast, the. 1991 to 1996 
CAGRs for internet hosts and users 
were, respectively, 86JS per cent and 
67.9 per cent. The corresponding 
internet figures for 1996 to 2001 are 
4&8 per cent and 38 per cent 
Es timates of how many people will 
he booked up to the internet at the 
turn of the century vary quite 
widely. The fledgling “super-carrier” 
grouping of AT&T-Unisource quotes 
200m in the year 2000, while the ITU 
plumbs for 300m the following year. 

What is not disputed is the sugges- 
tion that the relationship between 
the telephone system and the inter- 
net is set to change radically. 

According to Vinton Cerf. senior 
vice-president for data architecture 
at US long-haul operator MCI and a 
speaker at this year's International 
Switching Symposium (ISS) in 
Toronto, in five year’s time the vol- 
ume of internet data-only traffic will 
equal that of voice in the PSTN. Dr 
Cert widely acknowledged as one of 
the fathers of the internet, also told 
the Taranto audience that at that 
stage it would be reasonable to view 
the internet not as a parasitic net- 
work in relationship to the PTSN, 
but as a dominant network. 

Pekka Tarjanne. ITU secretary- 
general and another ISS speaker, 
notes a number of key differences In 
the way the PSTN and the internet 
function. The first is connection-ori- 



There were 60m internet users by the end of 1996, according to ITU figures 


ented, with a circuit established and 
held for the duration of a voice call; 
the second is “connectionless’’ with 
separate addressed data packets 
negotiating the network by whatever 
route is convenient at any point in 
time and being reassembled at the 
appropriate destination. 

PSTN operators typically have 
obligations to provide universal ser- 
vice while Internet Service Providers 
(ISPs) are unregulated. 

PSTN service is generally usage- 
based, while internet use is flat rate 
or has a flat rate component 

Most worrying for traditional tele- 
phone operators, though, is the big 
difference in the end-user price of 
using the PSTN and the internet for 
similar services. “There is an enor- 
mous gap between the cost and pric- 
ing of certain telecommunication 
services," observes Joseph Cornu, 
president of Alcatel Telecom. 

“In some cases the cost of provid- 
ing service is probably 10 per cent of 
the price. Because of the way the 
internet is structured and the way 
the ISPs buy long-distance capacity 
at bargain rates, services can be pro- 
vided at a price which is much 
closer to the actual cost" 

One 1995 estimate quoted by the 
ITU is that the cost of sanding a 
conventional 42-page fax between 
New York and Tokyo was nearly $29, 
while the internet email cost of the 
same document was less than 10 


cents. Even the prospect of less dra- 
matic cost savings is persuading 
increasing numbers of business cus- 
tomers to switch traffic from the tel- 
cooperated PSTN into the internet. 
Fax is an obvious candidate to be 
replaced by internet e-mail. 

“The use of fax will begin to 
decline as e-mail becomes ubiquitous 
and accepted as a legal document,” 
reasons John Birbeck, sales director 
for UK internet office solutions sup- 
plier Network Alchemy. 

Internet telephony is as yet in its 
Infancy and there are issues of qual- 
ity, availability and convenience still 
to be addressed. As Cornu observes, 
to approximate to the existing qual- 
ity of the PSTN, internet telephony 
will have to adopt some connection- 
like attributes and this will inevita- 
bly raise prices. Nevertheless, some 
experts warn that a substantial por- 
tion of telco PTSN call revenue 
could be under threat as voice, fex 
and voice mail migrate towards the 
net 

A new report from US-based mar- 
ket research concern Action Infor- 
mation Services says that use of the 
internet for voice and fex calls could 
cost phone companies $8bn in lost 
revenue worldwide over the next 
four years. 

In similar vein, Robin Duke-WooF 
ley, a consultant with the UK’s 
Schema telecoms consultancy, says: 
“The quality of the voice transmis- 


sion is improving rapidly. For many 
residential users, where cost is more 
important than high quality. 
services will be attractive. But the 
economics are also becoming worth- 
while for business users.” 

Schema also points out that, as 
with fax, mare than £0 pea- cent of 
business rails are one-way communi- 
cations and therefore a prime target 
for voice mall services. 

Established telephone companies 
seem divided as to the seriousness of 
the threat posed to their traditional 
core revenues. It is rare, for exam- 
ple. to find a telco which perceives 
internet telephony as a serious 
stand-alone threat to conventional 
telephony. Rather the assumption is 
that it will be a component of future 
multimedia services across the net 

A rather less benign view of the 
internet as a potential threat to tra- 
ditional telco revenues is taken by 
Jos Gerrese. director of internet- 
based services at AT&T-Unisource. 
“The main threat to telcos resides in 
the possibility that customers will 
start buying communications solu- 
tions via different c hann els, and 
public telecoms operators are rele- 
gated to the role of raw bandwidth 
suppliers," he says. 

Other experts present an even 
more dire prospect, with those tele- 
phone companies that are unable or 
unwilling to grasp the internet set- 
tle being destined for oblivion In a 
very short time. 

But It is possible to get all this out 
of perspective. Telcos in many loca- 
tions are already benefiting from the 
many billions of internet packets 
traversing their networks, even at 
local call rates. And telcos are also 
profiting from the internet-driven 
demand for higher speed access than 
is provided by the conventional 
PSTN. 

Sales of higher speed solutions 
such as ISDN are growing rapidly in 
a number of countries, while as yet 
pre-commercial digital subscriber 
line (xSDL) technologies provide the 
possibility of telcos delivering inter- 
net service to customers at speeds of 
several million bits of information 
per second. 

Meanwhile, many PSTN operators 
are getting into the internet service 
provision act in a big way. For exam- 
ple, Gerrese cites a study by the 
Yankee Group Europe consultancy 
that foresees the internet market 
share owned by European telecoms 
companies rising from 36 per cent of 
the total at the end of 1996 to 47 per 
cent by the close of 1999. Some of the 
empires, at least, are preparing to 
strike back. 

The author is senior technology editor 
of Global Telephony Magazine 
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IN GLOBAL COMMUNICATIONS ONE SUPPLIER IS BETTER THAN MANY. 


As a multinational business, your global communi- 
cations are mission critical. Only a truly international 
and independent single source provider can reliably 
deliver totally seamless solutions. You may already 
know that multi-vendor and alliance solutions do not 
deliver either quickly, effectively or globally. Our 
strength lies in our independence and specialisation. 
For you, this means we deliver what we promise. 
You work with one network, one team and one 


common set of technologies, your best guarantee of 
reliability and quality. 

InteattdlSffiamffiBsatiaBa 
We specialise in advanced communications for 
international business, providing integrated data, fax 
and voice services delivered through our own global 
network. Successful international clients such as 
Nestl.6, Allergan, Henkel and thousands of others 
recognise Infbnei as a stable and innovative supplier. 


As do the many national telecom operators and global 
1000 businesses whom we provide with international 
network services. 

GlgtoUiUi gnei s 

In addition to being the leading provider of high speed 
global Intranets, Infonet implements and supports 
leading workgroup applications, such as Microsoft 
Exchange™ and Lotus Notes™, in addition to other 
corporate intranet services. We support all this directly 


UK + 44 171 890 7500 Europe + 32 2 627 39 lT Asia Pacific + 65 734 1739 North America + 1 310 335 2600 Latin America + 56 2 368 9400 wwwjnfonet.com 


from our local offices in 57 countries, with connections 
in over 180. 

For 27 years we have been developing global 
communications solutions that really make a difference 
in everyday business. To find out more about the 
benefits Infonet can deliver - today and tomorrow - 
contact us as below, 

e 'nfAHAt 

MORE THAN A CONNECTION 
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EUROPEAN CELLULAR MARKET REPORT • By Christopher Price 


COMPANYIN THE NEWS; TELSTRA. •: By C^fstopher Price ; ■/£ 


Strong growth to continue Brokers were swamped 


Several key 
developments are 
expected to drive 
growth in the 
penetration rate 

T he number of Euro- 
pean mobile telephone 
users has continued to 
rise sharply during 1997, 
with analysts predicting that 
liberalisation, falling prices 
and greater competition 
between operators will sus- 
tain the strong growth rate. 

There were almost 7m new 
subscribers in the first six 
months of the year, a 20 per 
cent increase on the same 
period a year ago, taking the 
total number of European 
cellular phone users to 43m 
This equates to a penetra- 
tion rate - of European sub- 
scribers able to receive a cel- 
lular service - up from 9 per 
cent to 11 per cent 
The Finns are the most 
prolific users, penetration 
rates reaching more than 34 
per cent, or more than one 
in three of the population. 
This is the highest rate in 
the world, although the 
other Nordic coun- 
tries - Norway (32 per cent 
penetration), Sweden (31 per 
cent) and Denmark (27 per 
cent) - are close behind 
Italy has been the fastest- 
growing market, accounting 
for more than a quarter of 
all the new subscribers in 
Europe this year. Penetra- 
tion has grown from 11 to 15 
per cent as Telecom Italia 
Mobile and Omnltel have 
signed up some 7m custom- 
ers. Italy is now the country 
with the highest penetration 
rate. outside of Scandinavia. 
The UK has almost a 15 per 
cent rate; Germany 9 per 
cent; and France, at 7 per 
cent, has the lowest penetra- 
tion rate in Europe. 

John Jensen, telecoms 
analyst at Salomon Brothers, 
sees few barriers to contin- 
ued growth In the penetra- 


tion rate, which he believes 
will be driven by several key 
developments. 

Primarily there is the lib- 
eralisation of telecoms mar- 
kets in Europe. By the begin- 
ning of 1996, under European 
Union regulations, all EU 
countries are expected to 
have opened their telecoms 
markets to competition. 

While there will be a few 
lagards, such as Portugal, 

the privatisations this year 
of two of Europe's biggest 
former national carriers, 
Deutsche Telekom and 
France Telecom, show the 
pace of change being 
wrought on the industry. 

Although the European 
mobile market has been 
among the most open within 
the telecoms Industry, liber- 
alisation will bring further 
competition and contribute 
to lower prices. 

But its greatest effect will 
be felt in the fixed line mar- 
ket where the former state 
giants are at their most dom- 
inant. Mr Jensen believes 
that this will eventually 
have a significant impact on 
Interconnect rates -the fees 
paid by the mobile operator 
to the owners of fixed-line 
exchanges. 

“There Is no justification 
for the high rates cellular 
operators pay for intercon- 
nect says Mr Jensen. 
“They should be the same as 
for fixed-line traffic.” He 
believes the current Euro- 
pean average interconnect 
fee of around 8 cents a call 
could eventually decline to 
less than 2 cents. 

Other developments driv- 
ing cellular penetration 
include the convergence of 
the fixed and mobile mar- 
kets. As technology increas- 
ingly allows users to merge 
their communications 
requirements into both a sin- 
gle number and fewer pieces 
of equipment, the mobile 
phone will be seat less and 
less as a luxury item. 

In addition, as cellular 
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prices decline and converge 
with fixed-line prices, the- 
opera tors' preference for 
fixed lines will disappear. 

Salomon Brothers fore- 
casts that the number of 
European mobile subscribers 
will Increase from an esti- 
mated 50m at the end of this 
year to 90.5m in 2000. Aver- 
age penetration rates will 
rise from 13 per cent to 23.6 
per cent 

However, the rate of 
annual growth is forecast to 
fell from 41 per cent in 1997 
to 16 per cent in 2000. 

Italy's rapid growth this 
year has put it Into first 
place as Europe’s largest 
mobile market, overtaking 
the UK. The broker esti- 
mates that Italy’s penetra- 
tion rate, currently 15 per 
cent, will double by 2000. 
The number of subscribers 
will increase from an esti- 
mated 9.8m at the end of this 
year, to 17.6m. 

Two of the other signifi- 
cant, rapidly-growing mar- 
kets will be Germany and 
France. The broker esti- 
mates that penetration In 
Germany will grow from 6.9 
per cent this year to mare 
than 19 per cent in three 
years' t+mn The number of 
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subscribers will rise from 
5.7m to 15.7m in that time. 

French penetration is esti- 
mated to grow from 42. per 
cent this year to more t.hwn 
18 per cent in 2000, while the 
number of users increases 
from 2.4m to 10.6m. 

The UK, having lost the 
tig) spot to Italy this year, is 
forecast to slip to third place 
by the beginning of the next 
century, behind Germany. 
Salomon Brothers says the 
number of UK subscribers 
will rise from 8£m to 123m 
in the next three years, rep- 
resenting penetration rate 
increase of 14 per cent to 21 
per cent. 

By the third quarter of 
this year, the UK was the 
only European country to 
add fewer subscribers than 
in the mwb period in 1996. It 
confirmed the country's posi- 
tion as the continent's slow- 
est-growing mobile market 

Mr Jensen attributes this 
situation to the UK's rela- 
tively high mobile tariffs, 
which in some cases are 50 
per cent higher than in Scan- 
dinavian countries. "UK 
prices are acting as a barrier 
to traditionally high rates of 
penetration growth,” he 
says. 


Transforming the 
culture of the 
former state giant 
is an enormous 
undertaking 

T he Australian govern- 
ment and the manage- 
ment of Telstra will 
have heaved a collective sigh 
of relief last month when, 
amid all the turmoil of the 
Aria-Pacific markets, stock- 
brokers were swamped by 
applications for shares in the 
telecommunications group's 
forthcoming flotation. 

Same tsw ap p i ieH far the 
part-privatisation of the for- 
mer national carrier, which 
is expected to be valued at 
about A$42hn. A third of the 
shares are being sold, raising 
some A$14bn. 

The strong demand for 
shares should ensure that 
the flotation gets off to a 
bright start And while some 
retail Investors are undoubt; 
edly hoping to make a quick 
profit on their holdings, oth- 
ers are pinning - their hopes 
on the longer-term outlook 
for the group. 

Will such faith be justi- 
fied? Telstra, like all the pri- 
vatised telecoms giants, 
comes with an entrenched 
market position in an indus- 
try which is chang in g rap- 
idly. 

The challenge for the 
group Is to stem the inevita- 
ble attack from newer, more 
nimble, rivals on its tradi- 
tional areas of dominance, 
while developing new 
streams of revenues from 
the markets of the future. 

Its latest results under- 
lined this trend. In the 12 
months to June 30, Telstra 
reported a 30 per cent fall in 
net profits to A£L62bn. The 
figure included an excep- 
tional loss of A$i.7bn, 
A$l.l3bn of which was ear- 
marked far redundancies as 
the company seeks to com- 
pete more effectively against 


the Australian market's new 
entrants. Telstra intends to 
shed 22£00 out of 70.000 jobs 
over the next three years. 

However, underlying prof- 
its rose 17 per cent to 
ASSJJbn. with Frank Blount, 
chief executive, underlining 
the growing contribution 
from the group's newer ser- 
vices such as mobile tele- 
phony and data manage- 
ment, in Ms remarks to 
shareholders. 

Unlike most former 
national operators, Telstra is 
the dominant farce in the 
cellular phone market. It 
holds a 62 per cent share of 
the A$32bn Australian mar- 
ket, one of the mast devel- 
oped and fastest-growing in 
the world. One in four Aus- 
tralians a mobile ph on e, 
compared with an average of 
one in 10 people in Europe 
and the US. Telstra's main 
competitor is Optus, which 
has a 32 per cent market 
share. Vodafone, the UK cel- 
lular group, has a 6 per cent 
share. 

However, the government 
is set to license further com- 
petition into the mobile mar- 
ket, with most analysts now 
forecasting a slow decline in 
the growth of Telstra's reve- 
nues from the sector by the 
turn of the century. 

Nevertheless, ABN Amro 
Hoare Govett, the Dutch- 
owned broker which Is joint 
global co-ordinator for the 
Telstra float, forecasts that 
cellular revenues will rise 
from Afl-iibn this year to 
A$2.7bn by 2001. 

Prospects for another new 
market, cable television, 
look less promising. Telstra 
has stopped rolling out its 
cable network having 
reached 2JSm out of its 4m 
target while it evaluates the 
market News of the strate- 
gic halt announced in Sep- 
tember, cawtB as Foxtel, the 
joint pay-TV venture with 
Rupert Murdoch's News Cor- 
poration, reported losses of 
A$212m. 


Joint ventures have 
become Telstra's preferred 
method in its strategy to 
widen its influence. The 
company has already signed 
up to WorldPartners, the 
alliance which includes 
many of the world's largest 
communications groups, 
such as AT&T, Japan's KDD 
and Unisource, the European 
telecoms consortium. 

For the most part, though. 
Telstra has concentrated its 
external Investments in 
regional telecoms Interests. 
Some AJ20Qm has been put 
into a joint venture in Viet- 
nam, while other Invest- 
ments have been put into 
Indonesia, Tnrfl ‘ n China. 

The Australian group has 
also signed a joint-venture 
agreement with Interna- 
tional Business Machines, 
the US computer group, and 
T-md Lease, the Australian 
Bnanrifli services company, 
Telstra holds a 26 per cent 
stake in IBM Global Services 
Australia, which will offer 
customers comprehensive 
information technology ser- 
vices. 

Newer services may be the 
source of future growth, but 
it is Telstra's dominance in 
the Australian telecoms mar- 
ket which will underpin its 
ambitions. The group nfahna 
to have a 99 per cant share 
of the basic access, local 

calls and fixed-to-mobile 
markets. 

In the markets where it 
has faced the stiffest compe- 
tition, in particular from 
Opus since 1991, Telstra still 
claims significant market 
shares. In the long-distance 
market, it has 91 per cant, 
while its international call 
market share Is put at 69 per 
cent - 

Hoare Govett says the pat- 
tern of market share erosion 
will continue. By 2002, the 
broker predicts Telstra's 
share of the International 
call market will decline to 52 
per cent, while longdistance 
will fan to 66 per cent Both 


markets will continue to 
at about 3 per cant a 
year thereafter. Hoare 
Covert forecasts. 

However, the local call 
market is unlikely to be bo 
severely dented. Iu five 
years, Telstra will still 
account for more then 90 per 
cent of revenues from the 
sector, the broker be lieves. 

There are several i w UK BHi 
for this. New entrants find It 
difficult to establish a pres- 
ence in local telephony 
because of the lower mar- 
gins and customer inertia, to 
addition, because Telstra 
sets the pricing b enchm a r k 
for domestic telecoms ser- 
vices. new operators must 
attempt to undercut this In 
cotter to win over customers. 

The established operator 
flim has a huge array of mar- 
ket and customer informa- 
tion at its disposal, allowing 
it considerable flexibility in 
finding off new rivals. 

Overall. Hoare Govett fore- 
casts that Telstra will still 
retain 88 per cent of the total 
call revenues in the Austra- 
lian market by 2001-2002. 

Whether these forecasts 
are met will depend very 
much on haw Telstra’s man- 
agement rises to the chal- 
lenge of the commercial 
world. Transforming the cul- 
ture of the former state 
giant, with its large-scale 
redundancies, is an enor- 
mous task. So too is making 
a success of newer markets 
- cable television has 
already proved difficult, 
although progress looks 
promising elsewhere. 

Graham Mlrablto, who is 
leading Telstra's European 
operations, says he is confi- 
dent that the group’s strat- 
egy of fashioning a new com- 
mercial culture will succeed. 
The changes that are being 
made are part of a process 
that has actually been going 
on for the past five years. 
We are well placed to take 
the company forward from 
here." 


NEW PRODUCT* • Ctomptf^ 
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Global reach is a reality 


Global Intranet, a common 
set of customised, end-to-end 
intranet solutions that can 
enhance communications tor 
multinational companies, 
has been developed and 
launched by GlobalOne, the 
joint venture of Deutsche 
Telekom. France Telecom 
and Sprint. 

Global Intranet customers 
will be able to access their 
company intranet from 
almost any location in the 
world. Dedicated access is 
available via frame relay 
networks in 35 countries and 
remote dial access In about 
2,550 cities, on all continents. 

The product will support a 
wide range of applications. 
Including Internet and 
Intranet web hosting, 
electronic messaging 
services, groupware, 
browsers and directories. 

GSM innovation 

Nortel (Northern Telecom) 
this month announced 
innovative GSM radio 
engineering technology 
which will allow mobile 
operators to increase their 
network capacity by more 
than 100 per cent and 
improve the quality of calls 
for end-users. 

Traditional methods of 
radio frequency planning 
limit the number of times a 
given frequency can be 
re-used in a network. But 
“fractional re-use” 
technology deployed by 
Nortel In several GSM 
networks in France, China 
and the US can now support 
more subscribers than a 
conventional GSM design 
could have achieved. The 
innovation reduces the level 
of investment and the 
operating costs for 
operators. 

Brighter Soho 

Dull grey boxes will be a 
thing of the past for Soho 
(Small Office Home Office) 
workers, if Xerox has its 
way. It has even managed to 
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make its new HomeCentre 
colour scanner, colour inkjet 
printer and colour copier 
look like a toaster. The £499 
HomeCentre turns the 
family PC into a 
workstation. 

The Work Centre, a 
multi func tion Trumhinw , also 
priced at £499, 

Integrates colour printing, 
faxing, copying and 
scanning. 

And the DocuFrint XJ4C 
colour inkjet printer, 
which costs £169, offer a 
low-cost alternative to laser 
printers. 

Network software 

New network design and 
planning software from 
Network Design House is the 
subject of trials In 
China (with Cable & 
Wireless) and Israel 
and is also due to go on trial 
soon In both Germany and 
Korea. 

NetScene SDH, a p lanning 
tool for operators, equipment 
suppliers and the 
consultants who support 
them, has already been sold 
toBT. 

Mark Wilby, managing 
director of Network which 


has offices in London, 
Suffolk and Yorkshire, says 
the launch has been 
designed to coincide with 
widespread deregulation of 
the telecoms market. 

Paging transmitter 

A new Ernies paging 
transmitter has been 
developed and produced by 
Glenayre. The compact 
GL-T8411EC has a range of 
features designed to mate* it 
user-friendly and efficient, 
including up to 16 ifarnmol 
operation, adjustable power 
output and modular 
construction for ease of 
maintenance, plus features 
which allow monitoring and 
adjustment of all controls, 
together with 

computer-aided diagnostics 
for improved serviceability. 

Surf music 
Music Choice Europe's new 
internet music service gives 
surfers a choice of four 
different music channels to 
listen to, uninterrupted by 
advertisements or DJ chat, 
while they browse the world 
wide web. 

The new *feurf music” 


service is accessed via cable 
networks and was 
demonstrated at the 
European Cable 
Communications show at 
Olympia, London, last 
month by Music Choice and 
Telewest who have the 
service on trial in. the UK. 

Hands-free kit 
Amid growing concern about 
the safety of using mobile 
phones in cars, NEC Radio 
Division has designed a 
simple hands-free car kit far 
use with its G9 GEM 
handset The kit has an 
earpiece speaker, 
cord-mounted microphone, 
tie clip and Jack plug which 

connects to the phone. 

The phone can be set to 
answer incoming caDs 
automatically, allowing 
total-hands-free operation, 
and the ring can be heard 
from the phone or the 
earpiece. 

Mobile messenger 
The latest James Bond film. 
Tom o rrow Never Dies, will 
feature the some high- te ch 
wizardry when it is released 
thin Chri s tmas — tnchirHwg 


the Fossio PMB0 mobile 
messenger which is 
distributed In the UK by 
European Telecom. The 
PM80, which weighs 1.5kg 
and fits easily Into a 
briefcase. Is demonstrated in 
the film when ‘M' receives 
and. sends a fax in the back 
of her car. 

The Possio (£849 plus 
VAT) can also access the 
internet, send and receive 
e-mail or scan hard copy 
documents into its 
memory. . . making it a 
useful communications tool 
for business travellers as 
well as secret agents. 

Pie-paid card 

New World Payphones, UK 
independent provider of 
private *nrf public manag ed 
payphones, announced a 
£56m management buyout - 

anil the launch of a ne w 
phone card division. 

The company, which has 
more than 7 J)00 payphones 
In the UK, has invested in 
sophisticated computer 
■ technology to i*mmeh the 
“TalkAround" pre-paid 
remote memory card where 
the value is held In a remote 
database rather than nn the 


card itself. The user can 
recharge the card via an 
operator or voice response 
system with a valid credit 
card. The card can be used 
on more than 98 per cent of 
UK payphones and overseas 
from G6 countries. 

Cellular star 

Motorola has launched a 
new version of its StarTAC 
GSM cellular phnne which 
weighs 93Jig end has a - 
volume of 9&5cc. The 
company claims it is still the 
lightest and smallest GSM 

nplTnlar phnnn in tiw wirlri 

The special edition phone 
delivers 80-110 minutes of 
talk time with the slim 
400mAh battery or 200-270 
minutes' talk thna - or. 7006 
hours standby time - with a 
900 mAh Lfion battery. 

GSM Genie 

The Genie, a tiny GSM - 
pVifrrw* launched by Philips 
Consumer Communications, 
the Joint v enture between 
Lucent Technologies and 
Philips Electronics, weighs 
only 95g and has a volume of 
99CC. 

With an extra-capacity 


battery, it has a standby 
time of 525 hours and 480 
minutes’ talk thna It 
features a pcjMjut 
microphone which answers 
and ends calls automatically, 
plus Philips Voice Dial 
facility which allows users 
to make calls by simply 
wpwalriTig tha wnma of the 
person they wish to call. 

Text experiment 

Text summarisation 
software is available from 
BT Laboratories' Online 
Shop. The experimental 
software, called ProStrm, is 
available nttiw as an imKnR 
service costing 25pa 
summary or as a Microsoft 
Word add-on costing £49. 

ProSum, short for 


can simunariae text as much 
or as little as the user needs. 
Users can also hi g hli g ht 
words that are key (see http: 
//transandJabsJrt.com). 

Mini modem 

French wireless technology 
specialist Wavecom has 
introduced the smallest GSM 
(Global System for Mobile) 
modem. The modem 


measures llSmm at 54mm x 
33mm and provides GSM 
short message service, fa*, 
data and voice transmission, 
removing the need Im- 
portable computer users to 
carry a separate mobile 
phone. The modem cs also 
boused In vehicle tracking; 
payphaoea and telemetry 
applications (eg drink 
machines). A GSM 1800 
(PCN) version will be 
available soon. 

Action replay 

Customers of JBT*s audio 
conference call service can 
now get their audio 
conferences taped on-line. A 
service called Replay allows 
a customer to use the phone 
to play back the call, or 
rewind or fast-forward it 
The tape will be available 
two hours after the 
conference for a set-up 
charge of £35, plus 12 pence 
pear person per minute, and a 
storage fee uf £7 a day. BT 
can also produce a transcript 
on disc or paper, with a tape 
recording, in 24 hours for a 
cost of £2 a minute plus call 
charges of £150 per person 
and 18 pence a minute. More 
Information: Tel: 0800 515550, 
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A round-up of the telecoms industry: Joia Shillingford takes a look at the news, reviews and forthcoming events 


NEWS IN BRIEF 
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Teleworking 
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TELECOMS FUTURES 


New technology for era of mobile commerce 


A new breed of 
mobile phones - 
with a range of 
fresh functions - 
is on the way 


Thelntanatkxnal ' : . 
TOerammooications . 
Unim flTU) says telecoms 
operators ft^ras) 8 badd ] 
make their software and : 
systems compliant with-. ; . 
theyear 2000 date ftnihat 
b^rae the rad of 1S98. ;. 
This^wonH enaMwthp m ' 
tateptthe sonndness of:-; 
their international Trnks 1 
With other telcog.TBytfae : •• 
end ofantumn 1996. 

However, theETC says: .. 
“Claarly, not cway. ‘ •’ . 7 •;' 
comitry wni beaWe-to - 
follow such a tight 
timescale, which provides 
sufficient Trmrgtri frw - 
corrective measures. This 
iswhy thettmeframe is 
inore hksly to be January ' 
ISSMfctoiber 1999.” - • 

. The aim is to ensure ■ 
-thatintonational calls 
can terminate to, or 
. transtt'thraaefc all 
couptrlesaJter 206 a. 


Mobile phones have freed 
staff from the office, but 
suppliers are starting to 
tempt them with extra 
services. UK computer 
services company Logics 
believes that within three 


years, 5.1m Europeans will 
be spending more than 
£2.7bn a year by means of 
mobile commerce. 

'‘People win use new-breed 
mobile phones to send and 
receive electronic cash, 
tickets and loyalty points. 
For example, commuters will 
reauest tickets far public 
transport, and have them 
delivered electronically into 
the phone without the need 
to queue,” Bays Kevin 
DuSey, a consultant at 


logics. The tickets will then 
be read by new smart card 
barriers which are already 
being installed in some 
cities. Tom Alexander, 
CeUhet's h ea d of business 
partnerships, says: 
“Customers have already 
shown their inter est in 
mobile commerce by 
purchasing the 
Barclay card -Cellnet mobile 
phone. . . The phone, which 
simply displays the balance 
of the customer’s bank 


account, sold over 90,000 in 
the first six weeks after its 
April 1997 launch." 

Other mobile commerce 
applications could include: 
“Seeing loyalty points 
displayed on the screen of 
the mobile phone as they are 
awarded, and paying for 
phone calls themselves with 
electronic cash held in the 
mobile phone,” says Andy 
Tobin, director of smart -card 
development at Logica. 

“Bank systems could 


automatically call the 
customer’s mobile overnight 
to load the latest account 
information on to the phone, 
giving the customer accurate 
information without the 
inconvenience of making an 
enquiry,” he adds. 

Mobile commerce 

- defined by Logica as the 
delivery of electronic 
commerce capabilities 
directly Into the hands of the 
user via wireless technology 

- will grow as companies 


including Nortel and The 
Technology Partners hi p- 
STNC Enterprises develop 
phones that can download 
software and data Irom the 
Internet. 

Developments in 
technology that make 
multi-function smart cards 
possible will also fuel the 
trend - as smart cards are 
used in mobiles. Tony 
Mil bourn, head of computer 
co mmuni cations at the 
Cambridge-based 


Technology Partnership, 
says its Web Walker phone 
“is more than just a mobile; 
it becomes a newspaper, a 
train timetable, a restaurant 
guide, a Yellow Pages: 
whatever you waut.“ 
Suppliers are also devising 
solutions for people tired of 
constant travel. BT Mobility 
Solutions offers a service 
which allows PC users 
invo!vi*d in a conference call 
to look at Lhe same 
presentation on the Internet. 


SMALLTALK 


THINK TANK 


Karaoke on Demand 


The demand for 
new technologies 
is only exceeded 
by the need for 
new names 


. r - 


ICL is reversing the - V . 
ageismtrendandgettmg' 

. back farmer employees; to 
help §x year_200Q software, 
problems. Oneprofclein v 
- where to put these staff 
> has -been 'BoJvediy !. . : ; t \ 
technology.. -;v- 
: Retired forcaer lCL^ - .;. • ; 
employees willteJework 
from borne. ICL says more 
thanhalfthe people# has ' 
invited badk have agreed: 
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I f you are having trouble 
keeping pace with the 
terminology, let 
the technology. . . you can 
put VOD (Video on Demand) 
on the back burner. . . the 
latest acronym is SOD 
—Karaoke on Demand. 

A KOD trial is under way 
in Hong Kang where Hong 
Kong Telecom plans to offer 
a service next year, with a 
target of 500.000 homes by 
the end of the century. 

Subscribers will pay about 
HK5194 to rent a black box 
which will allow them to 
receive KOD. VOD and home 
shopping via the phone 
network. Chart toppers will 
cost extra. 

ADSL (asynchronous 
digital subscriber line) 
technology will boost phone 
network capacity to handle 
the volume of 



Queueing makes 
callers see red 


Recent telephone 
research has 
identified the 
factors that lead 
to customer fury 


With Karaoke on Demand, enthusiasts wil be able to bruah up their karaoke performances ki private 
at home before giving up their day Jobs. . . unfike KJmmy Walace, played by Cameron Diaz (above), 
reluctantly the centra of a tte n tion on stage in the Columbia Tristar film 'My Beet Friend’s Wedding' 


E-mall hiccup 

A small change to British 
Petroleum’s e-mail software, 
Microsoft Exchange, caused 
many of its messages to be 
sent to a company mailbox 
in Africa for a week. And the 
problerttgot -worse before* - 
got better because Exchange 


replicated the change to the 
African e-mail directory to 
other BP Exchange sites. 


How much? 


What's the difference in cost 
between a three-minute 
- long-distance call from a 
mobile and one from a fixed 


phone? In Italy, the mobile 
call costs 66.5 per cent more 
than the call from a Bveri 
line, says French research 
company IDATE. 

Daylight robbery? Not 
really. In other parts of 
Europe, the gap is even 
wider. It is biggest in the UK 
and Sweden, but that is 


because fixed phone prices 
are lower. 


Electronic papers 

In Britain, the Evening 
Standard is to re-launch its 
internet web site, and The 
Guardian newspaper is going 
online with additional news. 


Customers make calls in a 
neutral or even optimistic 
frame of mind, says the 
Henley Centre, the UK 
forecasting consultancy. 
But this is often 
transformed into “customer 
ftiry”. 

What makes them see 
red? In focus groups 
conducted by the Henley 
Centre for phone company 
Cable & Wireless and 
consultants Cap Gemini 
(formerly Hoskyns). two 
. sources of irritation were 
mentioned spontaneously: 
being answered by a 
machine and queueing. 

Customers bate complex 
interactive voice response 
(TVR) systems where there 
are lots of pro mp t s : “Press 
five for customer service” 
and so on. Often, they have 
to ring back because they 
have forgotten earlier 
prompts. Sometimes they 
are so exasperated, they 
give up calling. 

"Even when they do call a 
second time, they can be in 


suds a negative mood, there 
is nothing a company can 
do to delight them.” says 
Cindy Greener, a marketing 
manager at Cap Gemini. 

She says: “They also find 
it particularly irritating if 
no IVR category fits their 
problem, or it takes ages to 
get through the prompts, or 
they don’t have the option 
of talking to a human.” 
However, for simple tasks 
such as leaving a gas-meter 
reading, customers did not 
mind using a system with 
one or two prompts. 

Queueing made 
customers most annoyed 
when they were paying for 
the call and when they did 
not know how long they 
were going to have to wait. 

Other problems 
mentioned by customers 
included: the use of scripts, 
especially when they 
sounded insincere; music 
while holding; phones not 
being answered, or not 
answered after 10 rings: 
being passed around from 
person to person: having "to 
repeat the same problem to 
several people: and not 
having the query fully 
resolved by the end of the 
call. 

The qualitative research 


was commissioned b> Cable 
& Wireless and Cap Gemini 
to find out what delights 
call -centre customers. 

But as a by-product of 
talking to 150 phone users 
around the UK. they 
stumbled on the causes of 
customer fury. 

So what does delight 
customers 1 .’ Greener says all 
the basic criteria, such as 
the phone being answered 
by a person not a machine, 
must be met. “But over and 
above this,” she adds, “the 
query* must be resolved 
positively and fully and in a 
swift, friendly manner tilth 
the minimum hassle. 

“Often, what really 
delights a customer is when 
the person at the other end 
of the phone has the power 
to do something extra - like 
send some free tickets in 
response to a complaint.” 

The findings of the 
research will be tested 
against large-scale 
quantitative research 
involving 2.000 consumers. 
Results will be available in 
January. The £150,000 Joint 
research project is the first 
fruit of a Cable & 
Wireless-Cap Gemini 
alliance in the call centre 
area. 
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Students stay in touch 


M anchester Metro- 
politan Universi- 
ty’s business 
studies department has 
found a new way of keeping 
in touch with students who 
are on placements. 

It is using Conference Call 
Presenter, a BT service that 
enables people engaged In a 
conference call to view a pri- 
vate presentation on the 
internet from theta* personal 
computers. 

The presentation sits an a 
web site but is password-pro- 
tected so that only people 
with the password can view 
tt_ 

Carol Forbes, a senior lec- 
turer at the university, says: 
“Every year a team of aca- 
demics fraa to spend a large 
proportion of their time trav- 
elling the leng th am) breadth 
of the UK to see our business 
studies students on place- 
meats. 

“We visit every organisa- 
tion and student to check 
their progress and discuss 

various coarse requirements. 


students. 


ory to the workplace. 


As yon can imagine this is 
expensive for the depart- 
ment and can be very 

Hm«Myin«nwhig " 

Manchester Metropolitan 
used the product initially on 
a trial basis and Ms Forbes 
says: “After some Initial 
nerves, the technology 
worked extremely well and 
the students were keen to 
get involved.” In a poll, 95 worked out 
per cent of the university's money it wil 
students said they had used Forbes paints 
fixe internet before. far the new 1 

The university had been low becau: 
thinking about dropping its employers wl 
second assessment visit to students’ coi 
students because it was and internet a 
changing the way it marked university 01 
them. It no longer required pay for one 
students to complete a work set-up charge, 
project jointly marked by There usee 
the visiting lecturer and the than 90 studei 
employer. And it bad a in some ca& 
resource problem both in more than £1< 
terms of manpower and 
travel costs. 

After trials with Confer- 
ence Call Presenter, the uni- 
versity has decided to use 
the product next year to 


anri hotels. 

Now the university is con- 
sidering using the technol- 
ogy to offer distance learn 
ing courses to companies. 


AGENDA 


Dates for your diary 


November: Oftel documents 
on effective competition in 
the UK. telecoms for disa- 
bled people (consultation 
document), guidelines on 
business cases for new ser- 
vices. Statement on calls to 
mobiles. 

Events: directory inquiries 
workshop; advisory commit- 
tee on telecommunications 
for disabled and elderly 
people - meeting at Oftel: 
director-general of Oftel to 
apeak at Telecoms Managers 
Association, TMA Confer- 
ence (see below). 

November I&- 21 : IDATE 97 
Internationa] Conference, 
Montpellier, France. Tel: 33 
(0)4 67 14 44 04. 

November 20-21: Twenty 
years or the Prehistory of 
Cyberspace. . . Shaping the 
Future, IDATE. Tel’ +33. 467 
144444. 

November 24-26: 

TMA 30: 30th annual TMA 
Conference (Brighton, UK). 
Thlecom Managers Associa- 
tion. Tel: 01372 361284. 
November 24-25: Deregu- 
lation, Licensing and Inter- 
connection in German Tele- 
communications (Frankfurt). 
SML Tel: 0171 252 2222. 
November 24-26: Mobile for 


the Mass Market (Rome), 
IBC UK Conferences. Tel: 
0171 453 2m 

November 24-26: 
Pan-European Call Centres 
(Amsterdam), The Yankee 
Group Europe. Tel: 01923 
246511. 

November 24-26: 

Arab Telecommunications 
Forum 97 (Bahrain). Tele- 
communications Develop- 
ment. Directorate of Tele- 
communications at the 
Ministry of Transportation. 
Tel: +973 523444 or fax +973 
533544 (Dr Rasheed Ashoor 
or Mr A. Sbah ee d Al-Sateeh). 
November 25-28: 

Network Computing (Lon- 
don), Business Intelligence. 
Tel: 01S1 879 3355- 
November 38-29: 

Telecom Malaysia (Kuala 
Lumpur), international Expo 
Management. Teh +65339 
2633. 

December 1-2: 

FT World Telecommunica- 
tions (London). Financial 
Times Conferences. Teh 0171 
896 2626. 

December 2-5: 

Expo Comm China South 97 
(Guangzhou), China, E J 
Krauss & Associates. Tel +1 
801 483 5600. 


December 4-5: 

GSM India (New Delhi). IBC 

UK Conferences. Teh 0171 

453 2700. 

December 8-9: 

Next 'Generation PBX (Lon- 
don), IBC UK Conferences. 
Teh 0171 458 2700. 

December 9-11: 

Online Information *97 (Lon- 
don), Learned Information 
Europe. Teh 01385 388 000. 
December Mt 
Communications India- 
Broadcast Cable & Satellite 
India (New Delhi), FEL Teh 
0171 331 2015. 

January 22-28: Tomorrow’s 
Office Today, a conference 
on flexible working prac- 
tices. International Commu- 
nications for Management- 
tBM. 

Teh 0171 499 0900 
January 26: How to Handle 
Work-Related Upper Limb 
Disorder Claims (London), 
IBC UK Conferences. Tel: 
0171 453 2709. 

January 27-29: DECT '98. 
IBC UK Conferences (Barce- 
lona), IBC UK Conferences. 
Teh 0171 453 2700. 

February 17-19: The 1998 
GSM World Congress 
(Cannes), IBC UK Confer- 
ences. Tel: 0171 453 2198. 
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When mechanical failure delayed their Nansens Hirer 
diversion project in Laos, the Hazama Corporation of Japan faced 
an even bigger problem: the site was in deepest jingle, miles fran 
any reliable conventional corannnication faeilities. 

Using Inmarsat’s direct satellite technology, the company's 
offices and tbe site were able to stay in constant contact by phBie, 


people like corporate executives., .ail iodnstry businessmen...truck 
drivers away fram base...government ofriciais...aayoHe who seeds 
te stay in tench wherever they are. 

What’s mare, today’s satellite equipment is as portable as 
a notebook K aid tbe service affordable enough te nse at any 
time. So if yen want te stay in contact wherever yon are, make 


„ . 



fax and even e-mail, ensuring that spare parts were quickly 
shipped oat. Bf course, it’s not jnst construction companies who 
benefit from Inmarsat. The service is also proving indispensable te 


contact with Inmarsat. 


VIA \ 

Inmarsat 


FSB DETAILS (£) *44 171 728 1100 


INFORMATION @ INMARSAT. RR6 


http://wwnlinmabsat.orc 
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THE LOTTERY BUSINESS 


The UK's National Lottery is now a part of its 
culture. Maintaining that success will not be 
easy, says Scheherazade Daneshkhu 

An institution with 
a winning formula 


rlf. ViV-’v . t • i />* - 


There are few people in 
Britain who have resisted 
chasing the finger of fortune 
in the three years since the 
National Lottery's launch. 
More than 90 per cent of the 
population has played after 
the first televised on-line 
draw in November 1994. 
More than GO per cent are 
regular players. 

The National Lottery, the 
UK's first for more than 150 
years, has become a national 
institution, part of daily life 
and culture, according to 
Chris Smith, minister for 
culture, media and sport It 
is the world's largest lottery 

Its impact has been felt in 
both social and economic 
terms. Socially, it has intro- 
duced gambling to a wider 
audience. New players have 
been attracted by its low 
stakes/high rewards for- 
mula. It has prompted a 
change in Britain's strict 
gaming laws which bas 
made other types of gam- 
bling more accessible. 

The Lottery’s high profile 
launch challenged the phi- 
losophy behind UK. gaming 
legislation which outlawed 
operators from stimulating 
demand. Its television adver- 
tising campaign provoked an 
outcry from the bingo, pools, 
betting shop, casino and 
fruit machine industries. 
They have successfully lobb- 
ied for more relaxed legisla- 
tion. 

Betting shops have been 


allowed to open up their 
shop, fronts, casinos have 
been made more accessible 
and fruit mnWripc* ; are more 
user-friendly. 

These changes have 
encouraged more people to 
gamble. About 70 per cent of 
the UK's population used, to 
gamble before the Lottery's 
launch, according to Min tel, 
the market research group 
which estimates that the 
proportion is now mare than 
90 per cent 

Although the Lottery has 
taken market share away 
from some gamming rivals - 
notably bingo and pools - it 
has been instrumental in 
increasing the size of the 
gambling market. Arthur 
Andersen, the accountant, 
estimates that the amount 
spent on gambling in the OK 
bas almost doubled from 
£9bn before the Lottery's 
launch to £17bn. 

These increases have pro- 
voked fears of gambling 
addiction, particularly 
among the young. Gamblers 


Anonymous, the telephone 
helpline, says there has been 
a 17 per cent increase in 
gambling addiction sin«> the 
Lottery's launch. 

“The National Lottery has 
Tnadp pnmKHng - part of main- 
stream culture,” according 
to Paul Bellringer, director 
of GamCare, a national hel- 
pline for problem gamblers, 
particularly teenagers, set 
up by the government. “A 
few years ago gambling still 
had a stigma attached to it 
but now young people wEl 
grow up seeing gambling as 
very normal. Maybe that is 
healthy but there is bound 
to be sane knock-on effect” 

Financially, the Lottery's 
impact h a s mainly been on 
individual sectors rather 
than the economy as a 
whole. “People haven’t 
diverted large sums of 
money from one source but 
from a number of different 
sources,’’ according to Simon 
Briscoe, UK economist at 
Nikko Europe. “If you look 
at whether the spending has 


UK: Soft gambling: 1996 participation ; ; 
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been great enough to affect 
retell sales, gross domestic 
product or inflation, the 
answer is no.” 

The sectors most affected 
have been pools and bingo, 
where sales have dropped 
steeply and jobs have been 
lost. Charities have also 
been affected. 

A recent survey of 100 
charities by Barclays Global 
Investors published in NGO 
Finance, found that more 
than half of charities had 
suffered foils in voluntary 
Income from the public. How 
for this was connected to the 
Lottery was open to ques- 
tion, said the report, but 
thnsti who denied a link had 
“yet to put forward a credi- 
ble alternative explanation” 
for the difficulties suffered 
by well-established, house- 
hold name charities. 

Charity managers are, 
however, interested in the 
lottery as a source of income 
- the National Lottery Char- 
ities Board became one of 
the UK's most important 
charity funders overnight. 

The Lottery has also 
breathed life into small inde- 
pendently-owned news- 
agents, which were losing 
out to supermarkets. 

Camelot, the consortium 
which won the bid to operate 
the lottery for its first seven 
year term, can point to its 
successes. It has raised 
£A2bn for the arts, heritage, 
charities, sports and Millpn- 





nium projects. Since its 
launch it has produced 
£li.4bn of sales, 211m win- 
ning tickets - albeit most of 
them for a £10 prize. It is on 
track to surpass by £lbn its 
target of raising £9bn for 
good causes. 

It is the world's most effi- 
cient lottery in terms of the 
percentage of sales returned 
to good causes and govern- 
ment in duty, according to 
Terri La Fleur, president of 
TLF publications and an 
expert on world lotteries. 

But the Lottery has never 
been far from controversy - 
from those who despair that 
most of the revenues are 
raised from the least well-off 


in society' for mainly elitist 
projects such as opera or the 
Churchill papers, to those 
who criticise Camelut for 
makin g too much profit or 
exploiting its monopoly. 

And although it is the 
world's largest lottery', it 
lags 16 others in terms of per 
capita lottery expenditure. 

Labour, which promises to 
tighten the Lottery's regula- 
tion and curb the profits of 
its next operator after its 
White paper in July, has also 
injected controversy by seek- 
ing to establish a sixth good 
cause raising money for 
health, education and the 
environment. 

Almost half-way through 


its licence period, the Lot- 
tery is under pressure 10 
maintain sales at a time 
when us novelty value is 
wearing tliin and other gam- 
bling industries are fighting 
hack. Sales have fallen from 
£5-i!bn in the year to March 
31 1996 to £L7bn this year. 
Instants scratcbcards peaked 
at above 40m tickets a week 
soon after their launch in 
March 1905 but have since 
dropped to a weekly 15m. 

Camelot hopes to galvan- 
ise Instants’ sales with a 
televised game show early 
next year after launching a 
mid-week draw this year to 
raise sales of tickets. 

New games launched by 


other gambling operators to 
regain sales losl in the Lot- 
tery an* ihrtuu-nmg to e.u 
into the Lottery's market. 
Cam clot recently dropped 
legal action to have the 19's 
numbers game launched by 
the UK's tliree largest book- 
makers declared illegal after 
losing its private prosecution 
in August. 

However, the govern- 
ment's decision last week to 
ban Prwtio!. a rapid draw 
Keno-style game has come as 
a relief though Inter Lento, 
the charity lottery manager, 
will still launch the game in 
pubs and dubs next week 
until the ban is imposed in 
the summer. 


HOW CAMELOT WORKS » by Scheherazade Daneshkhu 


Peaking early poses particular problems 
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Initial excitement 
has passed and 
the challenge will 
be to maintain 
motivation 

When Camelot fought off 
seven opponents to win the 
Holy Grail of the National 
Lottery licence three years 
ago, even It underestimated 
the value of its prize. 

The knights at the round 
table, In the shape of Came- 
lot’s five shareholders - con- 
fectionery giant Cadbury 
Schweppes. De La Rue. the 
security printer, electronics 
group Racal Electronics, 
computer maker ICL and 
G-TECH, the US lottery oper- 
ator - have enjoyed substan- 
tial profits sooner than 
expected. 

Ticket sales reached 


£5i2bn in the year to March 
SL 1996 — the first full year 
of operation - a figure the 
consortium did not expect to 
reach until year three. 

Peter Davis, director-gen- 
era] of Oflot, the govern- 
ment's lottery watchdog, 
wrote to Conservative MPs 
in September 1994 that he 
expected Camelot to make a 
net loss in the early years of 
the licence. 

Instead, Camelot made 
after-tax profits in the first 
year of £51.1m - virtually 
equivalent to its £50m origi- 
nal Investment - and it 
declared its first dividend 
two years ahead of schedule. 
Post-tax profits the following 
year - to March 1996 - were 
£46.8m after a falLofT in the 
sale of scratch cards. 

The success of the Lottery 
means more money has been 
distributed in prizes and to 


good causes. But more has 
also stayed with the opera- 
tor. Camelot’s profits only 
amount to less than 1 per 
cent of sales - after covering 
running costs. But given 
high sales, even that small 
margin should produce prof- 
its of roughly £300xn over the 
seven years to 2001. 

“The Lottery peaked ear- 
lier than we thought it 
would. We always thought it 
would be this high but we 
didn’t think we would get 
this high this test,” says Guy 
Snowden, chairman of 
G-TECH, the largest operator 
of automated lotteries, run- 
ning 79 lotteries on behalf of 
governments. “1 think we 
are adequately paid for the 
risk we are undertaking.” 

Camelot could have been 
fined Elm a day if it had 
missed its November 1994 
deadline for launching the 


lottery. It also estimates that 
the five partners could have 
lost £300m In equity invest- 
ment and bank guarantees if 
anything had gone wrong. 

The shareholders also 
have contracts to supply 
goods and services. One of 
the strengths of the consor- 
tium's bid was that the 
members could e ach contrib- 
ute to the running of the lot- 
tery. 

ICL, Racal and G-TECH 
provide the on-line terminals 
and computers while De La 
Hue has printed the instants 
tickets and provided consul- 
tancy. Cadbury Schweppes 
has given consultancy ser- 
vices on consumer market- 
ing. Camelot says the value 
of these contracts is confi- 
des] tiaL 

Although Camelot’s 1 per 
cent take cannot be altered 
under its licence terms, its 


Unexpectedly high- profits 
have raised questions. These 
exploded into a public row in 
June after Camelot disclosed 
a 40 per cent rise to ££35m 
in payments to 10 directors 
for the year to the end of 
March 1997. Chris Smith, 
minister of culture, said that 
public confidence in the Lot- 
tery could be eroded if direc- 
tors were seen as paying 
themselves too much. 

Labour has, however, 
backed down on its mani- 
festo pledge which stated 
that it would seek a not-for- 
profit operator, paving the 
way for Camelot to rebid 

once its licence expires in 
2001. In July’s white paper, 
which is expected to result 
in a parliamentary bill next 
mouth. Labour said its aim 
was to maximise the return 
to good causes and remove 
"unnecessary” profit mar- 


gins. The next operator 
would also face curbs on 
executive pay. 

Camelot will be more 
tightly regulated. Peter 
Davis, director general of the 
National Lottery, will be 
given powers which be 
requested to fine Camelot. 
He regards his current sanc- 
tions - court injunctions and 
licence revocation - as too 
draconion. Some licence 
breaches have however been 
serious. Last year there was 
a 7 per cent shortfall in the 
number of shops in which 
Camelot was obliged to 
install terminals. Moreover, 
the figures provided by Cam- 
elot turned out to be unrelia- 
ble. according to Mr Davis 
who said that had he been 
empowered to impose finan- 
cial penalties on Camelot be 
would have done so. 

The National Audit Office 


is also likely to be given 
powers to inspect Camelot’s 
accounts. Earlier this year, a 
Commons public accounts 
committee said it was "con- 
cerned that there were obvi- 
ous defects in the verifica- 
tion procedures for certain 
types of payments” a year 
after the Lottery's launch. 

Tira Holley, chief execu- 
tive of Camelou is strongly 
opposed to this measure, 
claiming that the Lottery is 
already more tightly regu- 
lated than other gambling 
industries. “We've got a reg- 
ulator and he's got access to 
the books. The National 
Audit Office by practice 
doesn't have access to the 
books of private companies." 

Despite the prospect of 
increased regulation and a 
curb on profits, he says Cam- 
elot is deteimined to bid 
again. 


Shareholders 

Racal 

GTECH 

Cadbury Schweppes 

De La Rus 

ICL 

SouTC". Cjmrfcl 


% 

22.5 

22.5 

22.5 

22.5 

10.0 


While its prospects of 
becoming the next operator 
of the Lottery - remain uncer- 
tain, Camelot is trying to 
carve out an independent 
future for itself. It Is looking 
at opportunities overseas to 
act as a consultant or be an 
operator of lotteries. 

Mr Holley admiLs that pan 
of the rationale is to retain 
staff who might otherwise 
leave as the licence termina- 
tion date draws closer. 

The company is also devis- 
ing a long-term incentive 
scheme to retain executives. 
"The first few years ol opera- 
tion were the most exciting. 
Now it's a question of main- 
taining efficiency and the 
motivation of the team to 
the end of the licence 
period." 
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INTERNATIONAL LOTTERIES • by Michael Thompson-Noel — 

A money-spinner underpinned by fantasies 


Running a lottery 
looks easy but 
operators must 
run hard just 
to stand still 

Size matters in the lottery 
business, especially to the 
people who run the UK’s 
often-harried National Lot- 
tery. Since its launch in 
November l«M, the UK lot- 
tery has had to contend with 
the slings and arrows of the 
media, including snooty crit- 
icism by the broadsheet 
press, which has often dis- 
played a primitive under- 
standing of bow lotteries 
work, or even what they are 
for. 

Lotteries are for fun. Spe- 
cifically. they sell fantasy, 
and are thus related to other 
parts of the global bread - 
and-ctrcuses business which 
brightens people's lives. At 
present. I am brightening 
my own life by spending £10 
per week on the UK lottery: 


£5 on Wednesdays, £5 on Sat- 
urdays. 

Very occasionally. [ win 
£10. But the reason 1 spend 
£10 a week is based on imag- 
ining that some day I will 
win £100,000. or £2 0m. 

t know in my bones I won’t 
win such a sum. But I am 
not stupid, or not outstand- 
ingly so. I am buying a fan- 
tasy - no thin g more, but 
also nothing less. 

This fantasy - the hope of 
winning an extravagantly 
large prize in return for a 
small stake - is what under- 
pins the S120bn per year 
international lottery busi- 
ness. Without the fantasy, 
there would be no lotteries. 

By almost all criteria, the 
UK lottery is extremely suc- 
cessful. Some of its suc- 
cesses- to-come were pre- 
dicted in an FT article on 
January 2 1994. 10 months 
before its launch. The UK 
lottery,** said the article, "is 
likely to be mounted and 
marketed with state-of-the- 
art skills . Its launch adver- 


tising budget mil be one of 
the fattest plums in UR 
advertising history. And, 
with a wealth of foreign lot- 
tery experience to draw 
upon, there will be no 
excuse if Britain's lotto isn't 
the most secure and techni- 
cally advanced operation of 
its kind." 

Yet the writer of that 
article held back from pre- 
dicting one of the most note- 
worthy accomplishments of 
the UR lottery - that It 
would establish itself as the 
world's biggest. 

Figures compiled by Amer- 
ica's Terri La Fleur, who is 
president of TLF Publica- 
tions and a world expert on 
lotteries, show that the UK 
lotto is both the world's larg- 
est in terms of sales, and 
also No. 1 when "govern- 
ment profit" - percentage of 
sales allocated to charitable 
beneficiaries, plus all forms 
of tax; betting duty. VAT 
and corporation tax - is cal- 
culated. 

Terri La Fleur has sur- 


veyed 102 lotteries around 
the world, and declares that 
the UK's lottery is top dog 

saleswise, with annual sales 
of $7.75 bn. Generally, her fig- 
ures relate to calendar 1996 
or to a given lottery's latest 
financial year. 

Second, third, fourth and 
fifth in the global list were 
the national lotteries of 
Spain ($7bn). Japan 
($6.52bn). Prance ($6.46bn) 
and Italy ($4.09bn>, followed 
by six individual US state 
lotteries (New York, Texas, 
Massachusetts, Ohio, Calif- 
ornia and Florida). 

However, the UK is not a 
world beater in per capita 
lottery expenditure. Sales 
per capita for the UK lottery 
probably sound high to some 
ears, at an annual $136 (sales 
divided by total population, 
not just the lotto players). 

But on a per capita basis, 
the UK lottery ranks only 
17th internationally, a long 
way behind Singapore, for 
example, where annual per 
capita lottery expenditure is 


a remarkable $545, or Massa- 
chusetts ($505). 

The main reason the UK 
stands only 17th in world per 
capita lottery spending is no 
doubt related to the wide 
availability of commercial 
gambling opportunities: gen- 
eral betting, casinos, gaming 
machin es, bingo and football 
pools, as well as the lottery. 

Media criticism of the UK 
lottery is principally target- 
ted at the way some of the 
proceeds are allocated, even 
thOUg fa rhte hag nothing to 
do with Camelot, the opera- 
tor. Other media beefs 
include Camelot's own prof- 
its, and directors' pay. 

It is thus a great relief to 
Camelot that Terri La 
Fleur’s analysis of interna- 
tional lotteries places the UK 
lotto atop the list of lotteries 
ranked not only by total 
sales, but in terms of govern- 
ment profit as a percentage 
of sales. 

The latest figures for the 
UK show that its lottery pro- 
duced a government profit of 


S&SSbn. or 43.67 per cent of 
sales, in its most recent 
financial year. This figure 
inrimteg the sums handed to 
the five good causes that 
have to date benefitted from 
lottery money - the arts, 
charities, sport, national her- 
itage and a special fund to 
help underwrite celebrations 
of the millennium. It also 
includes the 12p In £1 that 
the government takes in lot- 
tery duty. In addition, 
another Ip In £1 goes to the 
government in VAT and cor- 
poration tax. 

The UK lottery is thus an 
important source of govern- 
ment revenue. In addition to 
the money (approximately 
28p in n) allocated to good 
causes. In 1995. for example, 
the UK lottery's contribution 
to the national kitty in VAT 
an bets and in betting duty 
was £626m. This outpaced 
the contributions from off- 
course betting (£497m), gam- 
ing machines (£375m) or 
football pools (£236m). 

At 43.67 per cent of sales, 


the UK government’s lottery 
profit was ahead of that 
yielded by Germany’s West- 
deutsche lottery (42J15 per 
cent) or, in third place, by 
the New Jersey state lottery 
(41.S3 per cent). In 20th place 
was the Ohio lottery (3139 
per cent), while Belgium's 
state lottery (28th) yielded a 
government profit of only 
31.15 per cent of sales. 

Government profit Is not 
the only way to measure a 
lottery's success. Fair- 
minded observers would 
argue that a generous pay- 
back rate to the punters is 
important 

But hard-edged Terri La 
Fleur says: “This is the sec- 
ond year that TLF has 
ranked Camelot as (operator 
of] the world's most efficient 
lottery. I can't imagine a 
more important benchmark 
for a lottery organisation, 
since a lottery's mission in 
the broadest sense is gener- 
ating the maximum profit 
for government." 

However, a lottery opera- 


tor has to run hard Just to 
stand still, and Camelot will 
not want to surrender its 
position as operator of the 
world’s biggest and must 
efficient lottery. 

To boost turnover. Lame- 
lot introduced its instant (or 
scratch) lottery cards in 
March 1995. and. in February 
1997. a mid-week draw. Us 
strategy envisages other 
ways of developing its busi- 
ness, perhaps Involving a TV 
game show, joint ventures 
with outside partners, and. 
in the longer term, ways to 
seU its expertise and experi- 
ence internationally. 

To quote businessman 
Richard Branson, running a 
lottery is not a particularly 
entrepreneurial activity. Yet 
it is harder than it looks. 
Every day. Camelot walks a 
tightrope while the media 
wolves circle hungrily 
below. To retain its position 
as the most successful lot- 
tery In the world, it cannot 
afford a slip. That is the dif- 
ficult bit. 


PROFILE 


■ |Petir;bafe; 

A ‘safe’ but controversial tenure 


For a self-confessed 
“boring, middle-aged 
chartered accountant”, 
Peter Davis has found 
himself the subject of a 
surprising degree of 
controversy since becoming 
director-general of the 
National Lottery in 1993. 

Met Davis, with an 
impressive array of 
banking, insurance and 
retailing jobs behind Him, 
was chosen because 
ministers felt he could work 
with the private sector 
consortium which would 
ultimately ran the contest 

"The government saw me 
as reliable and safe, with 
high standards in my 
personal and professional 
life,” he says in an 
interview with the 
Financial Times. 

Under his supervision, the 
National Lottery has 
become an outstanding 
success, raising more 
money for good causes than 
anyone bad predicted. 

Yet Mr Davis has not had 
an easy ride. Bis detractors 
claim he has operated a 
relaxed regulatory regime 
which has allowed Camelot 
to get away with high 
profits and licence 
breaches. There were strong 
criticisms from NPs for his 
decision to accept free trips 
in a private aircraft owned 
by G-Tech, one of the 


companies in the Camelot 
consortium. 

In recent weeks there has 
been some media 
speculation that Chris :r 
Smith, the heritage 
secretary, may decide not to 
renew his contract when it 
expires In October 1998. 

Mr Davis acknowledges 
tiie criticisms with a shrug, 
but says he is proud of his 
record. “Regulators are 
here to take stick,” he says. 
"We are an easy target, and 
don't get much credit when 
things go weU. I recognised 
that when I took the job 
on." 

However he admits there 
were times when the 
intense personal criticism 
hurt, particularly over the 
saga of the free air trips. “1 
have no problem with 
accountability - people 
should be accountable for . 
their decisions,” he says. 
"But some of the intrusion 
into my family life and 
personal life has been 
unwarranted and 
unreasonable. ** 

Bora in Woking, in the 
Surrey commuter belt, Mr 
Davis has spent most of his 
Hie in comfortable towns 
within an hour’s train ride 
of London. 

His career, which 
included spells at Price 
Waterhouse, the 
accountants, Harris 


Queensway, the retailer, 
and Sturge Holdings, the 
insurer and stockbroker, 
could not have prepared 
him for the intense scrutiny 
of his new life at the head < 
ofOflot 

Mr Davis’s acceptance at ■ 
G-Tech’ s hospitality in 1994 
marked him out as a target 
tor particular criticism, 
particularly In a period In 
which “sleaze” and the 
activities of “fat cats” were 
never out of the headlines. . 

In spiteaS Csiaetots 
healthy profits, Mr Davis . 
denies he has been “soft” on 
the operator, a claim made 
earlier this year by the 

fi rnnmnmi ptihlk- na xnmfc 

committee. Its report 
suggested the regulator 
“should adopt a more 
proactive approach, 
promoting mare the public 
interest, using bis personal . 
energy and the power of his 
legal status to that end”. 

. “Oflot’s role is to make 
sure the lottery is run with 
propriety, and I most 
exercise my role to 
maximise revenues for the 
good causes," he says. 

“The only way to do that 
is to make sure the lottery 
is successfuL To an e xt ent . 
you have to work alongside 
the operator to make it 
successful, because that is 
what parliament has told 
me to do." 


He defends Camelot’s 
profits, which he said 
reflected the risks the . 
consortium took in setting . 
up the contest and its . 
success in naming a. large 
and complex business. But 
; be points out that, the risks 
are now largely diminished. 

Mr Davis is alto at pains 



Davfcno easjrridfr^ 


to point out thal he gets * 
tough witoCamefotwhen •; 
necessary. He will toon , he 
given the powers he ; 
requested to fine the 
operator for breaches. of ; 
ficence-Hevie^liis r 
Current weapons - court 
injunctions and licence, 
revocation - as being •. 
“nuclear options”. ' 

_ He said he was ; - 
“extremely angry" over ; 


Camelot's failure to roll out 
its new tottery ticket 
outlets, threatening court 
action unless it quickly 
rectified ’the situation. 

He felt the company 
-.bandied the question of 
, director s' - r emuner ation 
badly. “Fve made tt dear . 
that these public issues 

have to be handled very 
carefully to avoid damaging ' 
the lottery as a whole.” . . 

• Neither has he been 
prepared to bowto ; ’ 
CamdoFsreqnestsfor more 

'-games. 

The company wanted to 
compete against rival 
, operators insrtting.ito.ah. 

AmpHinm^tfyTp’TrPTm" 

rapid-draw game in pubs 
and clubs, where punters. 
buy tickets to competitions 
> held on television screens 1 . 
everylO-15 minutes. 

BtifMr Davis ruledthe 
gameoul^f-bounds, partly 
because of fears that ft \ 
could beaddictive. 

• Camelot's anxieties were 
heightened by the fact that : 
Inter Lotto, a charity; . ' 
lotteiy manager, plmis to : 
launch a Keno game on 
November 27. : 

However George • ’ 

Howarttt; home office 
minister, has indicated he is 
likely to introduce 
j legislation -to ban Keno . 
games - amove thought. to', 
be influenced at least parity ; 


on advice from OfloL 

Mr Davis’s opposition to 
Keno is also partly rooted 
in his concern that the 
lottery should be developed - 
at a sustainable pace; With „ 
Camelot unsure of retaining' 
its licence in 2001 and j . 
understandably anxious to . 
make money in the short- 
term, Mr Davis’s role as the;., 
custodian of the lottery 
could provoke conflict over 
-the next few years. 

As to his own future, fltr 
Davis says: _“1 don’t know . .. 
whether the go vernment 
will offer me a new ... 
contract, or whether I 
would want it.- it's too ~ . 
early " he says. 

The Labour govemment ; ' 
has already-taken some 
measures which encroach ■ 
on his territory, adndfng 
giving the National Ahdit • 
Office the power to examiner: 
parts of Camekrt’s books. 
'However, Mr Da vis says.it . 
was hte idea thaf an . .... . .. 

advisory panel shooidhe. ..... 

convened to help him decide 
cm whostrouHruntbe 
lottery after 2001. 

He describes Chris Smith, 
the culture secretary . as “an 
excellent man to weak 
wtth". Whetherthe wqriong 
rdatJonshipremainsintact: 
after October 1998 rembfris. 
to be seed . ..... •.}' 



THE FIVE GOOD CAUSES • by Alasdair Buchan 

A chance ‘to solve the unsolvable’ 

also be able to make grants Though, in hindsight, the 


Problems of an 
ever-growing 
process of 
assessment and 
monitoring 

In the wonderful world of 
National Lottery funding it 
can be difficult to see the 
facts for the statistics. The 
latter say that £4.5bn has 
been allocated to more than 
30.000 recipients since 1995. 

Look closer and the pic- 
ture is varied if not contra- 
dictory. For a start, that 
total is a 35 per cent success 
rate for applicants, so 
another £S.5bn worth of 
hopes remain unfulfilled, at 
least for the moment. Nor 
does the simple average of 
£150.000 tell you much. More 
significant is that 30 per cent 
of the money <£lJ32bn) has 
gone to only 57 projects; and 
the Greenwich Exhibition, 
the Royal Opera House 
and the Tate Gallery repre- 
sent 40 per cent of that 


money between them. 

Balancing that concentra- 
tion of resources has been a 
proliferation of small awards 
to the benefit of hundreds of 
thousands of individuals. 
FOr so many minor projects 
the release of Lotteiy funds 
represents a magnificent 
proliferation of realised 
dreams. Would Wummin 
Drummin, the group of 
socially isolated Glasgow 
women, have got new drums 
from any other source? 

The task of spreading the 
Lottery largesse far and wide 
has been unprecedented in 
grant-making. The funding 
board that has faced the big- 
gest challenge is the 
National Lottery Charities 
Board which received more 
than four times as many 
applications as the other 
good causes put together. 
David Sieff, chairman of the 
National Lottery Charities 
Board, outlines the scale of 
the task his staff race com- 
pared to other boards. 
“Three things In our work 


have been different. First, 
others bad an existing distri- 
bution system, whereas we 
and the Millennium Commis- 
sion had to start absolutely 
from scratch. 

“Second, we have given 
nearly the same number of 
grants as all the other dis- 
tributors put together. The 
third distinct factor has been 
that the sheer number of vol- 
untary organisations 
requires a considerable 
amount of time of our Board. 
We have made more than 
11.200 grants totalling £662m 
- drawn from over 50,000 
applications.” 

That volume has u-eant an 
ever-growing mountain of 
assessment and monitoring. 
To keep on top of it the 
NLCB took a decision at the 
start not to provide a reason 
for every rejection it made. 

However, a pilot scheme 
for providing computer-gen- 
erated explanations is being 
tested in Northern Ireland 
and the new Government 
has made it clear that it feels 


a way must be found to 
inform all foiled applicants. 

Another priority Chris 
Smith has demanded of *ha 
funding boards is that they 
take a more strategic 
approach to their work. In 
particular, say sources at the 
Culture Department, he 
expects proposals for more 
streamlining of their work 
and a fall in duplicated 
effort As a result another 
pilot scheme will start next 
year in Scotland which 
involves setting up a "one 
stop shop” structure to sim- 
plify the applications which 
will handle applications to 
all the good causes except 
the Millennium Commission. 

John Rafferty, director for 
Scotland of the NLCR 
explains: “It will be called 
the Community Project 
Fund and will be used for 
community bids with an 
income of less than £10,000. * 
One aim of the new plan is 
to help small organisations 
who are unsure of who to 
apply to. Surprisingly, it wfU 


where even the funders are 
unclear about whose remit 
the applicants' plans fall 
under. 

It Is only now that it is 
possible to attempt some 


Council of England to deter- 
mine if the American con- 
cept of ‘stabilisation- awards' 
may be the answer. These 
are designed to tackle, root 
and branch, problems usn- 


£4.5m award to English 
National Opera-before recent 
events, argues that stabilisa- 
tion awards cannot contain 
all the answers, the idea is 


to carry out those all too 
rare, once-in-a-lifetime 
opportunities, to solve the 


unsolvable. 

ally of an Institution where a Alasdair Buchan is publisher 
spiral of servicing debt is of Lottery Monitor, the Lot- 
eating up all income, tery funding newsletter. 


analysis of trends within the 
Lottery sector. One is in the 
debate between capital and 
revenue funding. The foun- 
ding principle of the Lottery 
had been that money was to 
be used for capital projects. 
But the pendulum has 
moved towards revenae as 
populist demands for Olym- 
pic medals has joined with 
the clamour of theatres who 
have fine- buildings but no 
cash to mount productions. 

Yet another pilot scheme 
is underway by the Arts 


being watched closely by the 
Heritage Lottery Fund as 
well as the government to 
see if lessons can be adapted 
beyond the arts bodies 
involved. 

The continued upheavals 
should not blind anyone to 
the overall opportunities the 
Lotteiy provides, says Lord 
Rothschild, chairman of the 
HLF. He highlights his 
board's £l5m grant to Man- 
chester' City Art Gallery. 
“For 100 years Manchester 
had owned the land and 
wanted to build an extension 
on it Now it can. We should 
use the Lottery as a catalyst 


IMPACT ON RETAILERS • by Peggy HolHnger . 

A loaf of bread and a flutter please 


Lottery tills are 
a saving grace 
for some outlets 
and a mixed blessing 
for others 

Before the launch of the National 
Lottery three years ago, Britain's 
independent retailers might argu- 
ably have been on the endangered 
species list 

Customers were deserting 
Britain’s higher-priced indepen- 
dents in favour of superstores 
which were trading for longer 
hours and even usurping the cor- 
ner shop's traditional high street 
location due to planning restric- 
tions on out of town developments. 


Now. however, the Wednesday 
and Saturday evening jackpots 
bring in new customers hopeful of 
making their fortune while picking 
up a pint of milk and a loaf of 
bread. 

The National Lottery has so far 
paid £700m in commission to its 
35.000 retailers, of which some to 
per cent are independently owned. 
Retailers get a 5 per cent commis- 
sion on every £1 ticket sold, which 
for a small grocer making average 
sales from a single terminal can 
add up to a hefty £10,000 profit over 
12 months. 

The biggest beneficiaries of the 
lottery are hard-pressed news- 
agents. Retail consultant Verdict 
describes the lottery as "something 
of a lifeline in the face of all the 


other obstacles faring the small, 
traditional player in the sector”. 

Mintel. the market research 
group for the retail sector, esti- 
mates that 38 per cent of adults 
regularly buy their tickets in a 
newsagents. “It Is not an exagger- 
ation to say that the advent of the 
lottery has been a saving grace for 
confectionery, tobaccco and news 
retailers," Mintel says. 

Yet not all retailers share that 
enthusiasm. A study by the Lon- 
don Chamber of Commerce found 
that 40 per cent of retailers with 
machines noted a substantial 
increase in shoplifting and 8 per 
cent said business costs were 
higher. 

The study found that 70 per cent 
of retailers without a lottery 


machine were suffering a decline 
in sales. 

J Sainsbury is one of the UK's 
largest lottery retailers, selling on 
average some 2.6m tickets a week 
in the 300 supermarkets where it 
has terminals. “It is not in any way 
a money earner,” says John Heb- 
frerd, Salisbury’s Lottery project 
manager. “But from the customer's 
point of view it is part of their 
expectation for a retail outlet that 
they can get a vast range of prod- 
ucts, including the lottery." 

To some extent the introduction 
of the mid-week draw has eased 
some of the problems. It has 
reduced the congestion on a Satur- 
day night, as customers queued to 
record their numbers. 

But some retailers say it is not 


yet clear that customers are spend- 
ing more op. non-lottery products, 
as well as making a weekly punt 
For them it is crucial to increase 
the benefits of having the lottery 
business, which at 5 per cent deliv- 
ers thin margins. 

Mr Trevor Dixon, chief executive 
of the Association of Convenience 
Stores, says most retailers claim it 
has had a neutral to mildly posi- 
tive impact “The precise effect is 
impossible to determine," he says, 
“but emotionally, most would 
rather have It than not” 

That gut response is a clear sig- 
nal that lottery sales have become 
a permanent feature of indepen- 
dent retailing. The trick now will 
be to find new ways of exploiting 
the lottery's potential. 


SIXTH GOOD CAUSE » by George Parker 

A matter of 

interpreting 

opportunities 


Tables are turned 
as Labour is 
accused of using 
lottery to offset 
spending cuts 

When the national lottery 
was launched in 1994. the 
funds the contest raised 
were portrayed by ministers 
as the icing an the public 
spending cake. Billions of 
pounds would go to “good 
causes”, which would other- 
wise have missed out on gov- 
ernment assistance. 

The Conservative govern- 
ment said that the money 
raised would be additional to 
normal government expendi- 
ture. Cash given to the five 
good causes - arts, sports, 
charities, the mill e nnium 
and national heritage - 
would not be offeet through 
reduced government fund- 
ing. 

Any sign that the principle 
was being breached - for 
instance through a tighten- 
ing of the Arts Council bud- 
get - brought howls of pro- 
test from Labour. 

Three years down the line 
the Labour government is 
being accused of breaching 
the principle which it once 
held sacred, by introducing a 
sixth good cause: the New 
Opportunities Fund, which 
will benefit health, educa- 
tion and environment pro- 
jects. The new fund will be 
created under lottery legisla- 
tion to be unveiled later this 
year, and will be fiercely 
opposed by the Tories who 
claim lotteiy money is being 
used as a substitute for gov- 
ernment expenditure. 

“Labour has a black hole 
in its public finances of its 
own making." Francis 
Maude, shadow culture sec- 
retary. told the Commons. 
“The government has got 
itself Into a mess, and as so 
often, they try to extricate 
themselves by going on the 
grab. 

“The people's lottery is 
becoming the government’s 
lottery. Labour cannot keep 
its hands off other people’s 
money." 

Certainly the new fund 
meets Tony Blair’s objective, 
revealed in a leaked letter to 
Mr Smith, which suggested 
that the lottery should be 
“re-orientated’' to provide 
more support for policies 
that reflected the govern- 
ment’s policy objectives. 

Mr Smith set out in July 
the kind of projects which 
would benefit in the white 
paper, “The People's Lot- 
tery*. They included om-of- 
school activities, training for 
teachers and librarians In 
information technology and 
so-called “healthy living* 
centres. 

There would also be a 
National Endowment for Sci- 
ence, Technology and the 
Arts (Nesta), to help individ- 
uals to develop their tale nts 
and to help turn inventions 
into marketable products. 

The creation of the sixth 
fund would not lead to a cut 
in the projected funding of 
the other five causes, Mr 
Smith said. The success of 
the lottery meant that each 
of flip, five existing causes 
would receive titer projected 
£l.Sbn over Camelot's seven- 
year licence period, while 
£lbn would be available for 
the new fund by 2001. 

“There is no question of 
the lottery taking over core 
responsibilities for educa- 


tion, the health sendee or 
the environment." Mr Smith 
protested at the time. 

But Tory MPs continue to 
question whether the promo- 
tion of health and the train- 
ing of teachers are areas 
which genuinely foil outside 
the scope of normal govern- 
ment expenditure. 

The white paper includes 
plans for training and sup- 
port for the 500,000 serving 
teachers in the UK in the 
use of IT in the classroom 
and the training of 10,000 
library staff in the use of 
technology. 

The new fluid will also pay 
for out-of-school activities, 
including homework super- 
vision and creative classes, 
involving at least half of all 
secondary schools and a 
quarter of all primary 
schools. Activities would 
range from extra coaching in 
basic literacy skills and 
numeracy, to opportunities 
for sport and arts classes. 

The department of culture, 
media and sport has prom- 
ised that bidding arrange- 
ments would be flexible, 
with the aim of encouraging 
bids from schools with little 
experience of raising money. 
There would also be a core 
network of healthy living 
centres, of the kind already 
operational in some towns 
and cities. 

For instance, the West End 
health resource centre in 
Newcastle brings together 
the statutory and voluntary 
sector to help around 2,000 
people a week to enjoy a 
healthier lifestyle. 

It provides health and fit- 
ness facilities, community 
health services like physio- 
therapy, preventative initia- 
tives and info mat! on on local 
health and social services. 
The white paper suggests 
the centres might be based 
in churches, schools, 
libraries or leisure centres, 
and could play a key role in 
helping to tackle drug abuse, 
stress, alcoholism and smok- 
ing, as well as promoting 
healthier lifestyles. 

The cash would be distrib- 
uted to deserving projects by 
the New Opportunities 
Fund, and would be aitned at 
those which were innova- 
tive, carefully targeted and 
time-limited. As initiatives 
were completed, new ones 
would take their place. 

The Liberal Democrats 
have joined the chorus of 
criticism of Mr Smith's pro- 
posals. Robert M a clean an. 
the party's home affairs 
spokesman, pondered what 
limit he would place on the 
erosion of the lottery's prin- 
ciples by other cash-strapped 
cabinet ministers. 

Virginia Bottomley, the 
former heritage secretary, 
said: “Tie additionality prin- 
ciple has been breached, the 
jackpot winners are the 
Treasury, and the successful 
lottery will be seriously dam- 
aged by these proposals." 

Although both Mr Blair 
and Mr Smith have promised 
to adhere to the principle of 
“additionality", there is 
nothing in the original 
National Lottery Act of 1993 
to compel them to do so. 

The rule that lottery 
money should top up exist- 
ing spending was set out in 
“fi nanci al directions" by the 
secretary of state at the time 
of the act. Politicians may 
decide it is easier to blur the 
lines over than to tamper 
with one of the lottery’s 
founding principles. 
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In the three years since its launch The National Lottery has raised 
over four billion pounds for Good Causes. The National Lottery is a 
key part of UK life with around two-thirds of the adult population 
playing regularly every week. This has meant that over 28,000 
projects across the UK have benefited from its success. From restoring 
bells in rural churches to unique national projects to celebrate the 






millennium, the range of schemes funded has been diverse. The 
groups supported have also covered the rich spectrum of life in 
the UK. From village cricket clubs, to disabled swimming groups, to 
our leading art galleries and museums. We are delighted by how 
much has been raised for the Good Causes, and would like to thank 
all the players of The National Lottery who made this possible. 



BRINGING YOU THE WORLD'S LEADING LOTTERY 

About 28%.of The National Loitery proceeds will, over ihe period of Cimelot* operating licence, go to i he Good Causes as designated by Parliament, but this funding it not a substitute for direct donations. La roc lot Croup pic operates The National Lottery under licence (root ihr 

Director General of The National Lottery. © Cametoi Group pic 1997. The National Lottery is a trademark of the Secretary ol Sure for Culture, Media and Sport 
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TELEVISION • by Maggie Brown 


MARKETING THE DRAWS • by Cathryn Atkinson 


A happy marriage 
convenience 


Betting on a unique formula 

““ThitY-p isn't tlW PHI 


of 


Televised draw is 
the staff of 
viewers’ fantasies 
and a finely-spun 
feelgood factor 

Television has been vitally 
Important in sustaining the 
success of the National Lot- 
tery over the past three 
years. This is because buy- 
ing a ticket and having a 
flutter have became a mass 
market national activity, in 
which around 30m people 
take part every week. 

Having a live televised 
draw on Saturday nights 
clearly injects a degree of 
dramatic excitement and 
involvement. But it is not 
the only important element. 

Camelot needs the Lottery 
to be seen as a positive part 
of British life and no broad- 
caster can deliver this better 
than the BBC. 

In fact. Camelot's close 
and apparently happy rela- 
tionship with the UK’s pub- 
lic service broadcaster, is a 
critical - but also controver- 
sial - factor in its robust 
health. "We are not just sell- 
ing tickets, we are position- 
ing ourselves as a brand. We 
need the educational side, to 
show where the money on 
good causes is going.” says 
Camelot spokesman. Louise 
White. 

The BBC cannot take 
advertising, but it enjoys a 
remarkable freedom other- 
wise when devising pro- 
gramming. And it delivers 
an aura of all important 
respectability. In truth, the 
BBC-Camelot link has ele- 
ments of a marriage of con- 
venience: both sides have 
now a near perfectly bal- 
anced need of each other. 

Back in 1994, the BBC won 
the rights to exclusively 
broadcast the Lottery, 
within a specially agreed 
programme, much to the dis- 
may of its rival the (advertis- 
ing supported) network, ITV. 
One reason ITV could not 
compete was that Camelot 
also wanted a commitment 
to launch a second midweek 
programme built around a 



Mystic Meg: a constant factor 

scratch card game show 
which involved randomly 
selected players. This ran 
counter to the independent 
Television Commission rules 
at the time, which require 
terrestrial broadcasters to 
exercise total editorial con- 
trol of any programme. 

Cynics might also say the 
arrangement suits Camelot. 
because while it can always 
buy into the advertising air- 
time on the commercial 
channels, the BBC would 
otherwise have remained a 
closed book. 

Lottery broadcasts began, 
on November 14, with a spe- 
cial hour-long programme, 
in which Noel Edmonds 
drove a lorry of bullion from 
a bank vault to the studio. It 
was watched by 22m. But 
striking the best long-term 
format took time, although 
Mystic Meg remained a con- 
stant element 

Under the contract, for 
which the BBC has been crit- 
icised for paying around 
£500.000 a year, it was ini- 
tially committed to taking 
the draw, physically, around 
the country, to emphasise it 
was a national event. But 
thi« turned the Lottery into 
a glorified outside broadcast 
which lacked fizz. 

By March 1995 Michael 
Leggo. head of BBC light 
entertainment, had settled 
for a fixed National Lottery 
London studio. The BBC mix 


of fim, glamour and informa- 
tion is well liked by the oper- 
ators, who are delighted that 
audiences overall average 
above 10m. In turn it has 
been able to attract top 
hands and film stars, to per- 
form the vital task of 
starting the balls rolling. Mr 
Leggo describes it as "a tent 
pole” holding up BBC’s Sat- 
urday night schedule. The 
perceived success is why the 
BBC's contract was extended 
in June, for a further year, 
without opening up the exer- 
cise to anyone else. 

But there is bound to be 
competition for the final 
three-year period of the con- 
tract when talks open next 
year. Camelot itself 
explained that the year-long 
extension was a cautious 
response in a rapidly chang- 
ing TV environment where 
interactivity is drawing 
closer. ITV confirms it 
remains very interested. 

This is because the Lottery 
regularly takes more than 50 
per cent of the available 
audience, offering a huge 
advantage to the host chan- 
nel which will hope a good 
proportion of that family 
audience will remain with it 
Even though viewing leaps 
only in the programme's 
final moments to a peak of 
17 to l&n viewers, at a time 
of fragmenting audiences 
that is a prize worth fighting 
over. 


When it comes to 
promotion, the 
lottery shows are 
more than news 
broadcasts 

The introduction of the 
National Lottery in Novem- 
ber 1994 was the largest con- 
sumer brand launch ever 
marketed in the UK A stag- 
gering £39m was spent on a 
promotional campaign that 
included hundreds of hours 
of media announcements 
and posters put up at 3,000 
locations. 

The launch achieved blan- 
ket coverage in the tabloid 
and broadsheet press 
rivalled, perhaps, only by 
pop stars and royalty. And 
when a single ticket-holder 
won £l7-8m within weeks of 
the first draw, the fervid 
level of interest reached 
frenzied proportions. 

Three years on, the 
“crossed fingers" National 
Lottery logo has achieved 99 
per cent brand-awareness in 
the UK for the organisers 
Camelot. With a 23-strong 


marketing department and 
the weight of advertising 
giants Saatchi and Saatch) 
behind them, p ro m o ting the 

lottery seems easy. 

Annual marketing expen- 
diture is around 1 per cent at 
sales - the exact figure is 
not made public by Camelot. 
A code of practice is pro- 
vided by the lottery's regula- 
tor, Oflot, providing strict 
guidelines for advertising. 

Yet the actual heart of the 
lottery experience in the UK 
remains the televised draws 
on BBC1 on Saturdays »Tiri, 
more recently. Wednesdays, 
which also provide an unpar- 
alleled self-promotion oppor- 
tunity. As well as the draw 
itself, the 20-minute pro- 
grammes consist of a combi- 
nation of light entertain- 
ment, a look at some of the 
good causes that are lottery 
funded and provide an 
opportunity to hear past 
winners tell their stories. 

Responsibility for pro- 
gramming is split between 
Camelot, who take charge of 
the formal 90 second draw, 
and the BBC - who retain 
editorial control over the 


remainder. Camelot's two 
broadcast managers week In 
the studio with the BBC pro- 
duction team mi a day-today 
bams to develop a nd enhance 
the show. 

Rawdon Glover, Camelot’s 
marketing manager, says 
Camelot has full “input on 
things that affect the 
National Lottery brand”. 

“Industry experts were 
involved when we first 
looked at the format,” he 
says. “Many were sceptical 
about a pr ogramme lasting 
longer than five minutes, 
but as a brand it was Impor- 
tant to use it by featuring 
winners and looking - at pro- 
jects. To go to a five minute 
programme now would be a 
retrograde step.” 

But the lottery programme 
is not an auto- 

matic licence to produce 
hi ghpr ratings, says Michael 
Leggo. the BBC’s head of 
light entertainment. “It's 
continual R and D. At the 
same time we'd be mad not 
to continue to plan new 
shows with Camelot. We're 
not complacent-” 

He says the midweek pro- 


gramme does not achieve 
viewing levels as high as the 
Saturday draw, but believes 
viewer habits differ accord- 
ing to the time of the week 
and that this Is reflected in 
ticket sales. He adds: “I am 

proud of the fact that no one 
else does this sort of pro- 
gramme. It has become a 
national institution. Other 
countries treat their [lottery] 
shows like a news service.” 

The UK model would not 
suit every country. A spokes- 
man for the Irish national 
lottery, prior to Camelot's 
lannrh the XDOSt SllCCeSSfOl 
weekly lottery in Europe, 
describes their three minute 
programme as “merely infor- 
mational”. Instead of an 
entertainment-style draw, 
two ptno shows — the con- 
testants for which are cho- 
sen from winning scratch- 
cards - are run at regular 
intervals. 

This strategy, he says, 
which has been in place for 
11 years, has resulted in 
more than 90 per cent of the 
population taking part in the 
lottery and almost 100 per 
cent brand recognition. 


“There isn't the same level 
of razzmatazz as in the UK. 
though the core nature is 
similar." he says, "but we do 
keep in touch with what the 
players want. Once people 
know how to play the game 
then it is just a matter of 

reinforcement." 

Camelot is well aware of 
the need for reinforcement. 
Rawdon Glover says: “We 
are sustaining a 20 minute 
show and drawing 1080 view- 
ers. Our future goal is to sus- 
tain that interest and. in an 
ideal world, to build our 
audience base back to the 
14m it was a year ago.” 

Chris Cleaver, a director 
with branding consultants 
Interbrand Group, calls the 
National Lottery "on exam- 
ple of a very interesting 
brand that has to be admired 
by the industry", adding 
that any problems experi- 
enced by Camelot tend to be 
attached to the perceived 
ethics of the product. 

“The BBC, being who they 
are. lent it a little more dig- 
nity." he says, "but Camelot 
also used the rest of the 
media support well." 


IMPACT ON OTHER FORMS OF GAMBLING • by Scheherazade Daneshkhu 

Levelling the playing field 


Rival industries 
are looking for • 
fair means to 
shorten the odds 
against them 

There has been much talk of 
foul play on unlevel playing 
fields since the National Lot- 
tery’s launch. Football pools, 
bingo clubs, betting shops, 
fruit machines operators and 
casinos have all been 
angered by the promotion of 
the National Lottery despite 
the UK's strict gambling 
laws. 

The rival gaming indus- 
tries, particularly pools and 
bingo, have been hurt by the 
arrival of the Lottery. All 
say they do not oppose com- 
petition but Hahn that they 
have had to fight against the 
Lottery with one hand lied 
behind their backs. 

That has put pressure on 
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the government — first the 
Conservatives and now 
Labour - to relax gaming- 
laws. The gaming industries 
have also tried to regain 
market share by devising 
new games and marketing 
incentives. 

The philosophy behind UK 
gaining legislation enshrined 
in the 1968 Gaming Act - 
which many believe is hope- 
lessly outdated - la that 
op&ators must not stimulate 
demand. That put strict 
restrictions on advertising. 

However, the then govern- 
ment’s enthusiastic launch 
of the National Lottery - 
with an advertising cam- 
paign focused firmly on win- 
nings rather than helping 
good causes - irnrierminpri 
this philosophy. 

Leisure operators were 
able to argue that the Lot- 
tery made a nonsense of the 
notion that people should 
not be encouraged to gam- 
ble. The government, as 
sponsor of the Lottery had 
become the biggest promoter 
of g ambling , they ”1*1 

“The Lottery had to 
change the government’s 
view on betting and gaming 
Without it, we wouldn't have 
got deregulation,” says Ste- 
phen Devany, head of corpo- 
rate affairs at Ladbroke, 
which owni the UK’s largest 
chain of betting shops and 
Vernons, the second largest 
pools company. 

The Home Office acknowl- 
edges that gambling deregu- 
lation has been aimed at: 
“evening out playing fields ” 

The measures have 
included allowing bingo and 
pools to advertise an televi- 
sion as well as in print Bet- 
ting shops were allowed to 
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open up their shop fronts 
and membership rules for 
casinos have been relaxed. 
Limits on fruit machine and 
bingo prizes have been 
raised 

However deregulation 
has been painstakingly slow, 
with some of the benefits 
coming too late for rival 
operators to recover from 
the Lottery’s initial blow. 

Mr Devany believes that if 
the pools companies - the 
worst affected Industry - 
had been allowed television 
and radio advertising before 
the Lottery's launch instead 


37.5 per cent to 26£ per cent 
- still above the Lottery’s 
duty rate of 12 per cent. 

Annual pools turnover has 
fallen by 40 ps- cent since 
the Lottery's launch from 
£S37m to £556m last year. 

However, Mr Calvert says 
the Lottery’s blow has not 
sent the industry into termi- 
nal decline. “Companies are 
trying to think up new 
games and ways to interest 
the public. “They are fight- 
ing bade” Littlewoods. the 
largest operator, has 
launched new games, such 
as the short-form pools and 
scratch cards. 

Bingo has also been badly 
affected. Attendances fell by 
up to 15 per cent between 
March 1995 - when lottery 
scratch cards were intro- 
duced - and November 1996. 
The number of clubs has 
fallen by 7 per cent since 
1992 to 855 clubs last year, 
according to Mintel, the mar- 
ket research group. 

The pressures have polar- 
ised the industry. Rank and 
Bass - which account for 
about 60 per cent of UK 
bingo players - broke away 
from the Bingo Association 
of Great Britain, which used 
to represent the whole indos- 


of later, they may have been 
able to prevent the scale of try, last year and set up a 
the subsequent decline. Vs - - rival organisation - the Brit- 


nons has reduced its work- 
force by two-thirds. ‘ 

Pools operators say 
the game has suffered 
because it is the most simi- 
lar to the Lottery. “Both are 
low cost, long odds types of 
bets," says Roger Calvert, 
secretary of the Pools Pro- 
moters Association, which is 
lobbying for cuts to pools 
betting duty which has 
already been reduced from 


ish Bingo Operators Associa- 
tion. 

The split was caused 
because Rank and Bass 
wanted to lobby for limits on 
the amount they could add 
to prize money to be lifted in 
order to offer large jackpots. 
Smaller operators, however, 
feared they would be unable 
to compete if the govern- 
ment were to allow this. 

Betting shops have argu- 


ably gained the most from 
the Lottery's launch and 
subsequent deregulation. 
Although betting turnover 
fell after the introduction of 
the Lottery, deregulation has 
allowed the industry to 
develop new sources of 
income. Fruit machines were 
permitted for the first time 
in betting sbops in June 1995 
and bets allowed on the Irish 
Lottery. 

However, after the indus- 
try’s demands for bets on the 
National Lottery were not 
met last year, the largest 
bookmakers launched 49's, a 
rival numbers game. Came- 
lot. operator of the Lottery, 
tried to stop the game argu- 
ing that it threatened the 
revenues raised by the Lot- 
tery for good causes. How- 
ever, after losing a private 
case in August against Lad- 
brokes. William Hill and 
Cora], operators of the game, 
it dropped its legal case and 
called on parliament instead 
to intervene. 

Many within the gaming 
industries complain that the 
piecemeal process of deregu- 
lation has led to inconsisten- 
cies. Bacta, the trade associ- 
ation for amusement 
machines, has called for a 
minimum age of 18 years for 
all types of gambling - 
instead of 16 years of the 
Lottery and 18 for all-cash 
amusement machines which 
have a maximum prize of 
£ 10 . 

It believes a new Lottery 
Act, which is expected to fol- 
low the government’s July 
White Paper, could be used 
by the government to clear 
up such inconsistencies - 
and to level the playing 
fields. 


SCRATCH CARDS • by David Pilling 


The biggest impulse buy 


The low-skill, 
short thrill game 
is trying to 
acquire some 
sparkle 

He is 14 years old. A loner. 
Unpopular at school and 
unloved at home, he takes 
some solace in the instant 
thrill of scratch cards, easily 
available at an unscrupulous 
newsagents less than 300 
yards from his school gate. 
When he wins he feels like a 
hero. When he loses he tries 
to impress his peers by tak- 
ing it on the chin. More 
often than not he loses. 

This Is the profile of a typi- 
cal under-age scratch card 
player, says Paul Bellringer, 
director of Gam Care, the 
national helpline for prob- 
lem gamblers launched by 
the government last month. 

In the vast majority of 


have the potential for bring 
bard gaming”. Unlike bingo 
at the softest end of the gam- 
bling spectrum, Instants 
have no social element pay- 
outs are relatively low 
(because much of the stake 
goes to good causes) and the 
thrill of playing is brief. 

Instants pay out 55 per 
cent of the gross stake as 
winnings, compared with 
nearly 90 per cent for bingo 
and 80 per cent for bookmak- 
ers. Many bingo halls - and 
all rasm oB - re qui r e punters 
to apply 24 hours in advance 
for membership, ensuring a 
so-called “cooling off 
period”. To play scratch 
cards one simply walks into 
a newsagents. 

Camelot hotly contests the 
-idea that Instants are any- 1 
thing other than a bit of fun. 
"Instants do not attract gam- 
blers because playing is an 
entirely random activity," 
says Louise Harvey, a Came- 


qoite another matter. 
Instants are far and way the 
biggest impulse buy in the 
UK outstripping the com- 
bined sales of Coca-Cola, 
Mars and Ktt-Kat 

In the year to March 1997, 
sales of Instants were 
£876J5m 1&5 per cent of Cam- 
elot’s total turnover. Sales 
were down from £1.52bn in 
the year to March 1996 when 
they reached nearly 30 per 
cent of total turnover, but 
Camelot says the decline is 
fully in line with the experi- 
ence of scratch cards in 
other countries. Sales 
peaked at above 40m tickets 
a week shortly after Instants 
were launched, but have 
since dropped back to a 
weekly 15m. 

Mr Wilkie at Ernst & 
Young calls this perfor- 
mance “somewhat disap- 
pointing”. According to TFL 
Publications, a US-based 
publisher of the Lottery 


after the court ruled that 
49’s was not an illegal lot- 
tery. Bookmakers have 
responded to Instants with 
other initiatives, such as 
allowing their customers to 
bet on the Irish lottery. 

Likewise, rival scratch 
card operators have upped 
their efforts. At the end of 
1996, Littlewoods, the pri- 
vately owned retail and lei- 
sure group, acquired UK 
Charity Lotteries in a deal 
bringing together UKCL’s 
Lukcy brand with Little- 
woods’ Scratch: es. According 
to Littlewoods, these have a 
combined turnover of about 
£7Dm. 

To fend off rivals, Camelot 
has sought to maintain 
interest in Instants by 
introducing games with dif- 
ferent prize structures and 
methods of play. Each has to 
be approved by Oflot. the 
industry regulator. In spite 
of this hurdle, Camelot has 


cases, says Mr Bellringer, lot spokeswoman. "You are Almanac, per capita sales oT introduced 33 ’names in i»ct 
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years. 

In July, Camelot won Oflot 
approval to launch a TV 
game show, expected to 
begin on the BBC next year 
where scratch card winners 
will be entitled to appear 
and play for bigger prizes. 

Mr Wilkie thinks the inno- 
vation wall have the desired 
effect “Given that scratch 
cards are very straightfor- 
ward — that is one of their 
attractions - the real fertile 
ground is in identifying new 
methods of bringing t he m to 
the customer." he says. 
“Television is a good method 
of doing that because it will 
bring the product directly 
into people's homes. This is 
very much the way for- 
ward.” 


scratch cards are nothing 
more than the “ha rmless 
flutter” claimed by Camelot, 
whose Instant cards, 
launched in March 1995. 
ramraflnri about 90 per cent 
of the market But they can 
have a more pernicious 
effect. “Scratch cards 
being low stake, rapid turn- 
over and interactive - are a 
form Of gambling tha t has an 

addictive side, and some 
people are tempted to chase 
losses," he says. This may 
even lead them into petty 
crime. 

lain Wilkie, a partner in 
the hospitality and leisure 
group at Ernst & Young, 
says that, even though 
stakes are low. “for vulner- 
able people, scratch cards 


not looking at odds, studying 
the form or applying 
skill ... we don’t believe 
there is a problem of exces- 
sive playing, or of under-age 
gambling.” 

In a very few cases, con- 
cedes Ms Harvey, people 
with a tendency to compul- 
sive behaviour may find that 
scratch cards feed their 
addiction. Camelot has set 
up hot-lines to enable the 
public to report newsagents 
suspected of selling scratch 
cards to under-I6-year-olds. 
It has also agreed to contrib- 
ute £150,000 to GamCare 
over the next three years. 

Camelot may be leery of 
having Instants . associated 
with compulsive behaviour: 
but impulsive behaviour is 


Instants ranked only 48th in 
the world behind a host of 
US state lotteries and 
national lotteries In Cyprus, 
France, Austria, Australia. 
Ireland, Sweden, Italy and 
Switzerland. While annual 
per capita spending on 
Instants was a mere $28 in 
the UK in 1996. the citizens 
of Massachusetts were 
spending a whopping $348. 

Certainly Camelot has not 
bad things all its own -way 
when it comes to Instants. 
Bookmakers, who were- hit 
hard when Camelot intro- 
duced scratch cards, have 
fought back with their 49's 
game. In August. Camelot 
lost a private case against 
Ladbrokes, William Hill and 
Coral, operators of the game. 



